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For nearly a century after winning its independence Mexico 
attracted Frenchmen like a great magnet. Its drawing power 
was not much diminished, certainly never destroyed, by the fifty 
years of political upheaval and violence that followed the ter- 
mination of Spanish rule. Some French capitalists managed to 
ride the turbulent waves and extract profits from near chaos. 
Those who backed Louis Napoleon and his Hapsburg puppet 
were shielded from the ruinous effects of their reckless gamble 
by compensation from the French exchequer, and it was not 
long until Frenchmen were ready to plunge again. If Mexico 
had been a little less disorderly in politics and public finance, it 
is likely that neither Argentina nor Brazil, nor any other Latin- 
American nation, would have drawn more French immigrants 
or francs. Although there were never more than 5,000 French- 
men, excluding the French soldiers of the Intervention (1862- 
1866), in Mexico at any period—and never less than 2,000 at 
any time between 1854 and 1930—tthis little group of enterpris- 
ing men from a land as a rule so admired by Mexicans probably 
had more influence on the Mexican economy than any other busi- 
ness group of equal size. 


1 All statistics on French population in Mexico, unless otherwise indi- 
eated, are taken from the official censuses of the Mexican government. Ac- 
cording to this source the exact numbers were: 3976 in 1900; 2360 in 1920; 
4949 in 1930; 1801 in 1940. In this last year there were in Mexico 788 
naturalized Mexican citizens of French descent. For a general survey of 
French investments in Latin America, see my article in Inter-American 
Economic Affairs, II (Autumn, 1948), 52-71. 
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Augustin de Iturbide had just begun to try on the imperial 
crown of Montezuma when a young Frenchman named Arnaud 
stepped ashore at Vera Cruz (1822). He was the first of a 
wave of enterprising fortune-hunters from a little village named 
Barcelonette, in the French Lower Alps, who were to show their 
countrymen the way to Mexico. Arnaud, not long after his 
arrival in Mexico City, associated himself with another Frerch- 
man, Maillefort, to establish a drygoods business, called the 
“Store of the Seven Gates,” which yielded such satisfactory 
profits that Arnaud soon sent back to Barcelonette for his two 
brothers. Three of Arnaud’s associates were able to form their 
own establishment in 1837, and five years later a third Barce- 
lonette house was founded in the Mexican capital. Two of the 
Alpine adventurers returned to France shortly afterward with 
enough money to stir the imaginations of the most hesitant, and 
by 1850 there were Barcelonette houses not only in Mexico City 
but in Puebla, Toluca, Guadalajara, and Zacatecas. The total 
of their trading firms reached 30 by 1855.? 

Meantime, a small stream of immigrants was arriving from 
other parts of France, a few to become active in trade, like the 
Barcelonettes, more to engage in the cultivation of tropical 
crops, some to try their luck at mining or manufacturing, and 
a few to become deeply involved in financial speculation. A 
French agricultural colony of over a hundred settlers was 
founded at Jicaltepec, on the Nautla River northwest of Vera 
Cruz, as early as 1833.5 A decade later French speculators be- 
gan to buy claims of foreigners or make risky loans to desperate 
politicos at ruinous interest rates,* and by the 1850’s they-were 


2 Emile Chabrand, De Barcelonette aux Mexique (Paris, 1892) pp. 403- 
404, 

3 Luis Pombo, Mexico: 1876-1892 (Mexico City, 1893), pp. 42-43; Annales 
du Commerce exterieur, (Paris, n. d.), LVIII, 14-15. 

4U.S. Congress: House Executive Documents, 37 Cong., 2 sess., No. 100, 
Serial 1136, pp. 333-338; Edgar Turlington, Mexico and Her Foreign Credi- 
tors (New York, 1930), pp. 102, 116-117 et passim. The firms which 
engaged most assiduously in these speculations were: J. B. Jecker and 
Company; Jecker, Torre and Company; and Serment, Fort and Company. 
Several individual Frenchmen were likewise involved. 
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trying to get possession of the mining districts of Sonora and 
Arizona either through financial maneuvers or by backing the 
filibusters, most of them Frenchmen, under the command of a 
French soldier of fortune named Count Raousset-Boulbon.°® 
Amidst the extreme political disorders and military violence of 
the year of 1854 as many as 2,125 Frenchmen applied to the 
Mexican government for “letters of security.” ® Their numbers 
were probably no smaller eight years later when French troops 
landed at Vera Cruz, and a wave of civilians followed in the 
wake of the army.? By 1865 Frenchmen are said to have owned 
more than 400 industrial and mercantile establishments in Mex- 
ico,? not to mention their other holdings. Their total capital at 
that time, including their investment in government bonds, was 
probably not less than half a billion francs.® 


5 Rufus K. Wyllys, The French in Sonora (1850-1854) (Berkeley, 1932), 
deals fully with French interest in this part of Mexico. They had partici- 
pated in the “gold rush,” but most of them had accumulated little gold. 
The few who had been successful were hoping to find another California 
in Sonora and, along with Frenchmen in other parts of Mexico, were trying 
to establish the less fortunate French gold-seekers as colonists, soldiers, and 
miners in this frontier state. 


6 Carlos Butterfield, United States and Mexican Mail Steamship Com- 
pany and Statistics of Mexico (New York, 1860), p. 10 of the statistical 
section. 


7 Auguste Génin, Les Frangaise au Mexique (Paris, 1931), pp. 345-352. 
8 Génin, pp. 347-352, lists many of these by name. 


* The Maximilian government issued a total of approximately 940 million 
francs in bonds, 120 million to British bondholders for arrears in interest 
on old bonds, leaving about 820 million to be sold in the French and English 
markets. The major part of these were taken by Frenchmen, but the final 
issue, September 1865, was a refunding issue of around 250 million. It is 
likely that Frenchmen held approximately 500 million at the time of the 
collapse of the Maximilian government. Some of the bonds were purchased 
at 63 and others at 68, but there were attractive bonuses. The total actual 
investment was probably around 300 million francs. I have added 200 
million for the French investment in economic enterprises. The operations 
of the bankers in connection with these bond issues were devious and com- 
plex and subsequent writers on the subject disagree on the aggregate 
floated. Compare, for instance, Turlington, pp. 153-15, with Report of the 
Secretary of Finance of the United States of Mexico of the 15th of January, 
1879 (New York, 1880), p. 45. 
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The personal losses and business losses they suffered over the 
years in Mexico were surprisingly small in view of the numer- 
ous revolutions and the intense resentment aroused by the 
French Intervention. Excepting some filibusters and the sol- 
diers of the Army of Intervention, few Frenchmen were ever 
killed in Mexico; and by virtue of the strong backing of the 
home government from the 1830’s, when the French Navy col- 
lected 3 million francs to satisfy their claims, until Louis Napo- 
leon finally withdrew his troops in the late 1860’s, they were 
usually able to recoup their losses from military violence, rob- 
bery, and administrative exactions. Between 1838 and 1866 
they seem to have collected around 80 million francs from the 
Mexican Treasury as compensation for personal and pecuniary 
damages.!° Most of this large sum went to Frenchmen residing 
in Mexico, and it is likely that Frenchmen living at home rather 
than those in Mexico bore most of the losses occasioned by the 
investment in the Maximilian government bonds repudiated by 
the Mexican republican governments that followed the collapse 
of the Napoleon-Hapsburg régime, losses which, in any case, 
could not have amounted to much more than 150 million francs.” 


II 


Immediately after the downfall of Maximilian the French 
population in Mexico may have declined, but it was not long until 


10 William Spence Robertson, “French Intervention in Mexico in 1838,” 
Hispanic American Historical Review, XXIV (1944), 222-252; Report of 
the Secretary of Finance of the United States of Mexico of the 15th of 
January, 1879, pp. 44, 50; Turlington, pp. 102-103, 116-117, 155, 158; 
Eugéne Lefevre, Documents officiels (Brussels and London, 1859), I, 64-65, 
II, 179-186. The most fortunate claimants were Serment, Fort and Com- 
pany, Jecker, Torre and Company, and J. B. Jecker and Company. Jecker 
was a Swiss banker and speculator who had become a citizen of France and 
gained access to Louis Napoleon by permitting the Duc de Morny to share 
the profits of his Mexican ventures. 

11 This estimate is based upon the assumption that the actual French 
investment in the bonds of the Maximilian government was around 300 
million francs. Turlington, p. 173, says that the French Government paid 
the bondholders an indemnity of 87 million francs, a sum which he says 
was equivalent to about half of the actual investment. Other writers state 
that the French bondholders lost about 55 per cent of their capital. 
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the French colony began another period of expansion. It num- 
bered nearly 4,000 by 1900, and the total French investment in 
Mexico two years later, according to one French source, was 
approximately 300 million francs: 100 million in real estate, 
80 million in manufacturing and mining, 50 million in com- 
merce, 20 million in banking and other finance, and 50 million 
in miscellaneous investments.’2 Although the repudiation of the 
Maximilian government issues may have instilled a measure of 
caution, it is possible that a part of this last sum was in Mexi- 
can government bonds.}® 


This estimate of the aggregate of French capital in Mexico in 
1902 seems too low. But the total, whether 300 or 400 million 
francs, is less important than the nature of the enterprises in 
which these 4,000 Frenchmen were engaged. 


The 100 million francs or more in real estate included both 
urban and rural properties. The former were located in most 
of the Mexican urban centers.'* Conspicuous among the latter 
were the properties of the French colony on the Nautla River, 
in the State of Vera Cruz. This had become a tidy settlement 
of more than 1,000, with nearly 60,000 acres in farms, pastures, 
and woodlands, producing vanilla, sugar, coffee, tobacco, maize 
and some rubber, cedar, dyewoods, and sarsaparilla, besides 
supporting about 5,000 head of cattle. The colony was noted 
also for its agricultural machinery and for its sugar mills and 
alcohol distilleries. Its members owned a little steamer to carry 


12“La Fortune Francaise a l’Etranger,” Bulletin de Statistique et de 
Législation Comparée, LII (1902), 476-483. 


138 Roger Catin, Le portefeuille étranger de France entre 1870 et 4914, 
(Paris, 1937), pp. 170, 181. Catin says that Mexican issues were quoted 
on the Paris exchanges in 1890 and 1899. See also Thomas R. Lill, Na- 
tional Debt of Mexico (New York, 1919), pp. 53, 63, 75, and Turlington, 
pp. 196, 199, 212. 

14 Censo de la Repiblica Mexicana, 1900: Estrangeros residentes (Mex- 
ico City, 1903), pp. 217 et passim; Estadistica Industrial (Mexico City, 
1902), pp. 123-131. The latter source interprets industry very broadly and 
publishes a long list of business enterprises in all parts of the country. 
Among them are not a few Frenchmen, and it is likely that many of them 
owned residences in the towns mentioned. 
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their products to the Vera Cruz market. Most of the other 
Frenchmen engaged in farming or ranching were individuals 
widely scattered over the country. Scores had obtained public 
lands from the Mexican government.!* One was trying to grow 
mulberries and silk worns;!7 another was cultivating vineyards; 
a third was gathering forest products from the mountainsides.'® 


Among French manufacturing establishments in Mexico at 
this time were cigarette factories; textile, hosiery, paper, and 
flour mills; breweries and distilleries; hat factories and clothing 
shops; hydro-electric plants and oil mills; and little plants turn- 
ing out soap, candles, perfumery, cosmetics, drugs, explosives, 
and variety of other articles. Frenchmen were also among the 
investors in the new steel mill at Monterrey.’® Their most im- 
portant mining property was Boleo, a rich copper mine in Lower 
California, but they had investments, major or minor, in several 
others.*° 


The Barcelonettes were still the outstanding French mer- 
chants in Mexico. By 1892 they owned 132 business firms, 86 
of which were dealing in drygoods, fancy goods, and novelties, 
one of them a big department store, “El Palacio de Hierro,” 
founded in Mexico City in 1891. They had also branched out 
into manufacturing and established one of the most important 
textile enterprises in the country. Unless nearly all of the 
French merchants in Mexico in 1902 were Barcelonettes, the 


15 Pombo, pp. 42-48; Anales du Commerce Exterieur, LVIII, 14-15. These 
statistics are for the early 1890’s. 

16 Pombo, pp. 39-41, mentions 130 French settlers who had obtained lands 
from the government. 

17 [bid., p. 33. 

18 Jbid., pp. 30-32. 

19 Estadistica Industrial, pp. 123,181; The Mexican Yearbook, 1908 (Lon- 
don, 1908), pp. 523-542. 

20 The Copper Handbook, XI (Houghton, Mich., 1914), 132-134, 467-468, 
737-738; John R. Southworth, The Official Directory of Mines and Estates 
of Mexico (Mexico City, 1910), pp. 129-130, 177 et passim. Two other im- 
portant French mining properties were Dos Estrellas and Inguaran, and 
Frenchmen had minority interests in some British companies. 
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aggregate French investment under this classification must have 
exceeded 50 million francs.*4 


The most important French bank in Mexico at the time was 
Banco Nacional de México, established in the early 1880’s. But 
Frenchmen controlled other financial enterprises and had in- 
vestments in most of the banks of the country. Their capital 
under this heading may have been well above 20 million francs.?* 


Aside from investments in two or three hydro-electric plants 
and in a few concessions for public works, they had taken little 
interest in Mexican public services. It is likely, however, that 
they owned some bakeries, restaurants, and hotels.”* 


Such was the character of French investments in Mexico at 
the beginning of the twentieth century. They were smaller than 
they had been during the Intervention period, but the large sums 
invested in the Maximilian bonds more than account for the 
difference. French capital in business enterprises was probably 
larger in 1902 than in 1865, and certainly in bigger organiza- 
tions, requiring more skill to operate. In some phases of mer- 
chandising, agriculture, and manufacturing French immigrants 
were pioneers. Except for large purchases of government and 
railway securities, the next forty years would witness little 
change in the character of their investment, only a rapid expan- 
sion in the major types of enterprise already initiated, accom- 
panied by the transfer of a larger share of ownership to collabo- 
rating capitalists in France. In other words, to use the termi- 
nology of the economist, there was a decided emphasis after 
1902 on portfolio investment and a shift in financial control that 
would more directly affect the French national balance of pay- 
ments. 


21 Pombo, p. 119; Chabrand, pp. 403-405; Mexican Yearbook, 1908, pp. 
523-525; Génin, pp. 428-434. 

22 Turlington, p. 196; Catin, pp. 164, 166 et passim; Mexican Yearbook, 
1908, pp. 269-303; Léon Mercier, Le Mexique (Montpelier, 1913), pp. 318- 
330. For a general discussion of banking in Mexico, see Jules Favre, Les 
banques au Mexique (Paris, 1907), and Walter F. McCaleb, Present and 
Past Banking in Mexico (New York, 1920). 

23 Pombo, pp. 57, 59; Mexican Yearbook, 1908, pp. 723-725; Génin, pp. 
845-358, 428-434. 
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Ill 


French capital flowed rapidly into Mexico during the eight 
years following 1902. Besides other forms of investment, the 
expansion included at least 36 issues of securities admitted to 
quotation on the Paris exchanges: the shares of a tramway com- 
pany ; 4 mining, 4 railway, and 4 manufacturing issues; 15 issues 
of financial institutions; and 7 issues of government bonds—4 
national and 3 state.** One French author, writing nearly three 
years after the overthrow of Porfirio Diaz and the beginning of 
another era of revolution and violence, estimated the total 
French investment in Mexico at the end of 1910 at more than 
2.4 billion francs: government bonds, 696,700,922; banks and 
finance, 513,350,500; mining and petroleum, 391,635,500; rail- 
ways and electric utilities, 236,754,200; manufacturing, 167,- 
420,000; miscellaneous—probably mostly mercantile firms ‘and 
real estate—405,475,000.2> This estimate may have been exag- 
gerated with the view of supporting possible claimants,?° but 
there is little doubt that the total was at least 2 billion francs by 
the end of the year 1913.27 


24 Catin, pp. 186-212. 
25 L’Economists Européen, XLV (Paris, 1914), 140-142. 


26 The article is initialed “J. L.” The totals for the securities are larger 
than those indicated by Catin, pp. 164-212. 


27 Aside from the purchase of government bonds issued by the Victoriano 
Huerta military dictatorship, little French capital flowed into Mexico in 
1911-1918. Marion Letcher, Daily Consular and Trade Reports (Washing- 
ton), July 18, 1912, p. 316, estimated the French investment in Mexico at 
only $143,446,000 (approximately 717 million francs): government bonds, 
$60,000,000; banking, $31,000,000; manufacturing (cotton mills, tobacco 
factories, and breweries), $22,416,000; railways, $17,000,000; mercantile 
firms, $7,680,000; mines, $5,000,000; other, $350,000. Not only were his 
estimates far too low in every category; he overlooked the large French 
investment in lands, which probably was not less than 40 million francs, 
and in the electrical utilities of Mexico City, Guadalajara, and perhaps 
one or two other towns. Génin, pp. 428-434, lists scores of French com- 
mercial and industrial firms and says there was a total of 257 in Mexico 
in 1910—148 in the Federal District and 114 in other parts of the country. 
Turlington, p. 1, says the French investment in Mexican government bonds 
in 19292 was around $144 million. It was probably not less than $125 mil- 
lion in 1913. 
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Well over half of this sum was in government bonds, railway 
securities, most of them guaranteed by the government, and 
electric utilities. Banking and finance were next in value, fol- 
lowed by manufacturing, real estate, trading firms, and mining. 
French financial, trading, and manufacturing enterprises were 
among the most influential in Mexico at this time. The invest- 
ment in railways, electrical utilities, and mining was of minor 
importance compared with the enterprises controlled by British 
and American capital, and Frenchmen owned far less real estate 
than was held by Americans, Englishmen, and Spaniards. In 
fact, their holdings, around 3,800,000 acres, were somewhat less 
than those of the Germans.” 


French investments in Mexico probably reached their peak 
in 1913. Losses and liquidations caused by the revolution against 
Diaz in 1911 and subsequent civil wars counterbalanced the 
small loan of 1914 to the Huerta government, and the continu- 
ation of military combat in Mexico, along with the first World 
War and later economic and political disasters, resulted in a 
rapid decline. The confusion, strain, and calamities of the next 
35 years make it impossible to present a clear description of 
the contraction. Profits from some investments almost ceased, 
especially returns on the government and railway issues, and 
economic nationalism and political turbulence made returns on 
most of them uncertain. Agricultural lands and perhaps not a 
few other French properties were seized by the national and 
local governments and claims were substituted for possession. 
Decline in the value of both the franc and the peso make it ad- 
visable to state the totals for recent years in dollars, which, it 


28 Frank Tannenbaum, The Mexcan Agrarian Revolution (New York, 
1929), pp. 513-515. Here the author gives statistics for foreign ownership 
of land in Mexico as of 1923. The figure for the French is 1,522,335 hec- 
tares valued at 15,356,897 pesos for purposes of taxation. They probably 
owned no less, perhaps more, in 1913. Control of French enterprises in the 
fields of banking and manufacturing was highly concentrated. Boards of 
directors of the companies were dominated by a small group who not only 
controlled the leading French companies but also served as directors of 


English and other corporations in which French capital was invested. 
(See Appendix.) 
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must be remembered, also declined but remained more steady 
than other leading currencies of the world. 


French investments in Mexico, which aggregated some $100 
million in 1865, over $60 million in 1902, and approximately 
$400 million in 1913, fell to a total of around $200 million in 
1929, $100 million in 1938, and less than half that sum in 1943. 
Their exact value at the moment this survey is being written 
(late in 1948) is not known, but it seems likely that there has 
been no important change since the early 1940’s.?° 


An able student of French foreign investments has concluded 
that the French nation derived little or no benefit from its cap- 
ital exports.*° At certain periods, in certain fields, and in the 


29 Turlington, p. 323, estimates the aggregate French investment in 
Mexico in 1929 at $187,500,000 (375,000,000 pesos), but (p. 1) gives the 
figure $184,000,000 for government bonds and government-guaranteed rail- 
way securities, leaving only $3,500,000 for other investments. The Bulle- 
tin of the Pan American Union, LXIII (Washington, D. C., 1929), 609, 
evidently relying on Mexican official sources, states that the French in- 
vestment in manufacturing plants in Mexico at the time was 23,408,947 
pesos (approximately $11,700,000). Their capital in lands, banks, and 
other enterprises would certainly bring the total up to at least $200 million, 
including approximately nominal value for government and government- 
guaranteed bonds. Cleona Lewis, Debtor and Creditor Countries, 1938, 
1944 (Washington, D. C., 1945), p. 61, estimates the French investment in 
government bonds and government-guaranteed railway securities at $85 
million and other holdings of Frenchmen living in France at $6 million. 
Her figures are for 1938. I think I am safe in adding another $9 million 
for the French colony in Mexico. The United States Office of Strategic 
Services (manuscript filed in the Archives of the State Department) placed 
the total at $38,620,000 in 1943: commerce $15,900,000; manufacturing, 
$13,900,000; banking and insurance, $3,200,000; government and govern- 
ment-guaranteed bonds, $1,520,000; mining, $1,400,00. It will be observed 
that real estate is not included. Censo de Poblacion, 1940: Reswmen gen- 
eral (Mexico City, 1943), pp. 36-75, indicates that 332 French citizens re- 
siding in Mexico owned real estate. Tercer censo industrial de los Estados 
Unidos Mexicanos, 1940 (Mexico City, 1943-1944) lists 33 manufacturing 
establishments as owned by Frenchmen, most of them apparently small 
enterprises, but 14 textile mills, 6 hosiery mills, and 3 tobacco factories 
were among them. (Paging is lacking in this census, but the data are 
arranged alphabetically according to the major products manufactured.) 


80 Harry D. White, The French International Accounts, 1880-1913 (Cam- 
bridge, Mass., 1933), pp. 269-812. Dr. White severely criticizes the French 
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end this was true of French investments in Mexico. Hazardous 
during the early period but cushioned from heavy losses by the 
aggressive support of the French government, a policy which 
must have cost more than the capital was worth, they yielded 
good returns during the Diaz Era *! only to enter a long period 
of not merely very poor average yields but loss of principal occa- 
sioned both by political disorders and expropriations and by the 
sharp reduction in the exchange value of the franc, a period 
during which such backing as they received from the French 
government proved almost entirely ineffective.®? 


Excepting the 30 years following 1880, when profits were 
probably larger than Frenchmen could have obtained from in- 
vestments at home, and when French capitalists may have done 
some exploiting of Mexicans, one may conclude that if anybody 
profited from this capital migration it was the Mexicans them- 
selves; but even this benefaction must be weighed against the 
violence of French intervention during the 1860’s, motivated at 
least in part by the determination to exact retribution for in- 
juries to Frenchmen and their property. There are brighter 
pages in history than this summary of French investments in 
Mexico. 


investment bankers and suggests that the policy they advocated as bene- 
ficial for the nation merely served the material interest of the bankers and 
a few other capitalists. 


31 This was true especially of the banking and manufacturing enter- 
prises, which seem to have returned high dividends, 9 to 20 percent, often 
on inflated capital. (See Mercier, pp. 318-330; Mexican Yearbook, 1908, 
pp. 269-275, 524-525.) And it was also true of such mining companies as 
Boleo and Dos Estrellas, if one may depend upon the statements of Copper 
Handbook and Southworth. (See the citations in n. 20.) 

82 Josephus Daniels, Shirt-Sleeve Diplomat (Chapel Hill, N. C., 1947), 
pp. 118-121, points out that Frenchmen were able to collect only about 3 
percent of the sums presented for claims. His statement is confirmed by 
the Hearings of the Subcommittee of the Committee on Foreign Relations, 
U. S. Senate, 77 cong., 2 sess. (1942), pp. 108, 160. According to Turling- 
ton, p. 320, the claims of French citizens against Mexico in 1929 aggre- 
gated 192 million pesos. Turlington expected them to be adjudicated for 
19.2 million; apparently the claimants received less than 6 million It is 
possible that some French claims were paid off before 1929. 
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80 Harry D. White, The French International Accounts, 1880-1913 (Cam- 
bridge, Mass., 1933), pp. 269-812. Dr. White severely criticizes the French 
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end this was true of French investments in Mexico. Hazardous 
during the early period but cushioned from heavy losses by the 
aggressive support of the French government, a policy which 
must have cost more than the capital was worth, they yielded 
good returns during the Diaz Era *! only to enter a long period 
of not merely very poor average yields but loss of principal occa- 
sioned both by political disorders and expropriations and by the 
sharp reduction in the exchange value of the franc, a period 
during which such backing as they received from the French 
government proved almost entirely ineffective.®? 


Excepting the 30 years following 1880, when profits were 
probably larger than Frenchmen could have obtained from in- 
vestments at home, and when French capitalists may have done 
some exploiting of Mexicans, one may conclude that if anybody 
profited from this capital migration it was the Mexicans them- 
selves; but even this benefaction must be weighed against the 
violence of French intervention during the 1860’s, motivated at 
least in part by the determination to exact retribution for in- 
juries to Frenchmen and their property. There are brighter 
pages in history than this summary of French investments in 
Mexico. 


investment bankers and suggests that the policy they advocated as bene- 
ficial for the nation merely served the material interest of the bankers and 
a few other capitalists. 


31 This was true especially of the banking and manufacturing enter- 
prises, which seem to have returned high dividends, 9 to 20 percent, often 
on inflated capital. (See Mercier, pp. 318-330; Mexican Yearbook, 1908, 
pp. 269-275, 524-525.) And it was also true of such mining companies as 
Boleo and Dos Estrellas, if one may depend upon the statements of Copper 
Handbook and Southworth. (See the citations in n. 20.) 


32 Josephus Daniels, Shirt-Sleeve Diplomat (Chapel Hill, N. C., 1947), 
pp. 118-121, points out that Frenchmen were able to collect only about 3 
percent of the sums presented for claims. His statement is confirmed by 
the Hearings of the Subcommittee of the Committee on Foreign Relations, 
U. S. Senate, 77 cong., 2 sess. (1942), pp. 108, 160. According to Turling- 
ton, p. 320, the claims of French citizens against Mexico in 1929 aggre- 
gated 192 million pesos. Turlington expected them to be adjudicated for 
19.2 million; apparently the claimants received less than 6 million It is 
possible that some French claims were paid off before 1929. 
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APPENDIX! 


List of outstanding French investors in Mexico, together with 
the names of companies with which they were connected in an 
official capacity, 1908-1911. 


1. Hugo Scherer, Jr. 

National Bank of Mexico, director. 

Mexican Bank of Commerce and Industry, director. 

Hugo Scherer, Jr., and Company. 

Caja de Prestamos, etc. (Institution for the Encouragement 
of Irrigation Works and the Development of Agriculture), 
director. 

Compajiia Bancaria de Obras y Bienes Raices, director. 

Compajfiia Bancaria de Fomento y Bienes Raices de Mexico, 
director. 

Buen Tono Cigarette Factory, director. 

Maderera de la Sierra de Durango (timber land), director. 

Compania Fundidora de Hierro y Acero de Monterrey, di- 
rector. 

Mexican National Railway, director. 

Agujita Coal Company, Ltd., director. 

Dos Estrellas Mining Company, substitute director. 

Guadalajara Tramways, Light and Power Company, director. 


2. Hugo Scherer, Sr. 


Hugo Scherer and Company. 

General Bonded Warehouses of Mexico and Vera Cruz, di- 
rector. 

Mortgage and Crédit Foncier Bank of Mexico, director. 

Santa Maria De la Paz Co. (mining), director. 

Mexico Mining and Industrial Corporation, Ltd., director. 

Minas de Fierro del Pacifico, director. 


1 Data compiled mainly from the Southworth, Official Directory, the 
Mexican Yearbook, 1908 and 1911, and Génin, Les Frangaise au Mexique. 
Names of individuals and companies appear as given in the source of in- 
formation. It will be observed that Christian names are in Spanish and 
that titles of firms are in both English and Spanish. The Scherers were 
probably Alsatians. 
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3. Julio Limantour 





National Bank of Mexico, director. 

International and Mortgage Bank of Mexico, director. 

Mexican National Meat Packing Co., director. 

Compania de las Fabricas de Papel de San Rafael y Anexas, 
director. 

Orilla del Rio Naranjo (ranch), owner. 

Rio Uspanapa (ranch), owner. 

Compajiia Minera de Real del Monte y Pachuca, director. 

Rubi (mining), president. 

Cérdoba and Huatasco (railway), president and general man- 
ager. 


. Ernesto Pugibet 

National Bank of Mexico, director. 

Buen Tono Cigarette Factory, founder. 

La Cigarrefia Mexicana, director. 

La Compajiia Nacional Mexicana de Dinamita y Explosives, 
director. 

San Ildefonso Woolen Manufacture, director. 


. Enrique Tron 

Bank of London and Mexico, director. 

Compania Bancaria de Fomento y Bienes Raices de Mexico, 
director. 

Compania Bancaria de Obras y Bienes Raices, director. 

Compania Fundidora de Hierro y Acero de Monterrey, di- 
rector. 

Compania Industrial de Orizaba, president. 

San Ildefonso Woolen Manufacture, chairman of board. 

Compania de las Fabricas de Papel de San Rafael y Anexas, 
director, 1911; chairman of board, 1907. 

Mexican Eagle Oil Company, director. 


. José Signoret 

Mexican Central Bank, director. 
Mortgage and Crédit Foncier Bank of Mexico, director. 
Peninsular Bank of Mexico, director. 
National Railway of Mexico, director. 
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. Alfonso Michel 

Bank of London and Mexico, director. 

Mortgage and Crédit Foncier Bank of Mexico, director. 

Compaifiia de las Fabricas de Papel de San Rafael y Anexas, 
director. 

Compaiiia Industrial de Orizaba, vice-president. 

Compajiia de Sal Ildefonso (woolen mills) director. 


. Martin G. Ribén 

Mexican Bank of Commerce and Industry, director. 
Mexican National Railway, director. 
Guadalajara Tramways, Light and Power Co., director. 

Vera Cruz Terminal Co., Ltd., director. 


. Alfredo Chabaud 
Chontalpan y Anexas, director. 

La Delfina, president, 1910. 

Guadalupe de los Reyes, president and general manager. 
Los Neuvas Golondrinas, general manager. 

Reforma, managing director. 











Thansportation andl the Coffee 
Sndustry in Ch dhn 


By Kidd Carlyle Beyer® 


Many transportation improvements in Latin America during 
the last seventy-five years were effected without careful refer- 
ence to economic potentialities of local market and materials. 
Many of the improvements were painfully financed and experi- 
enced a depressing history of interrupted construction due to 
bankruptcy and reorganization. Many of the currently oper- 
ated lines of transportation are so primitive, costly, and so out 
of line with the present state of modern technology that it is 
hard to realize the real advance they once represented. Yet de- 
spite all this, it is a commonly recognized truth that new forms 
of transportation did cut costs and that the cheapening of trans- 
portation was the historical prerequisite of industrial and agri- 
cultural expansion in Latin America. 


This article attempts to document the preceding generaliza- 
tion with special reference to the coffee industry in Colombia. 
It aims to show: (a) Primarily, that economies in domestic 
transportation were essential to and largely responsible for the 
expansion of the Colombian coffee industry; and (b) Second- 
arily (and conversely), that the coffee industry played an im- 
portant role in the development of the transportation system. 


* The author, now Assistant Professor of Hispanic American history at 
the University of Miami, studied the history of the coffee industry in Co- 
lombia on a State Department grant, 1946-47. 


17 








18 INTER-AMERICAN ECONOMIC AFFAIRS 
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The coffee industry in. Colombia was peculiarly sensitive to 
transportation costs. The fact that the cost of transporting cof- 
fee within the boundaries of Colombia constituted a relatively 
high percentage of the market price abroad presented to the 
Colombian farmer in the nineteenth and early twentieth century 
the clear necessity of reducing that cost if he was going to be 
successful in competing with other coffee producing countries 
on the world market. The following table shows in dollars and 
cents what the economies of transportation, achieved in the last 
eighty years, meant to the coffee industry. 


TABLE 1 


Coffee Transportation Costs in Colombia. Comparison of 
19th Century with 19438. 


Percent of New York 
wholesale price repre- 
sented by Colombian 


Year From To transport cost, % 
1876 Bucaramanga _..._. Barranquilla ___ 24 
1943 Bucaramanga __._._.. Barranquilla ___. 4 
a Maracaibo -...._.. 15 
ee Maracaibo 3 
I ee eR IS Shi 20 
| | ee Puerto Salgar*.. 2 


All costs in this table are purely transport costs, including handling, 
but excluding insurance and commissions. The basic data, from which 
the percentages were derived, were taken as follows: 1943 transport costs, 
from Federacién nacional de cafeteros de Colombia, Boletin de estadistica. 
Ano X, Vol. 5, No. 24, 39-51. April, 1943. 1943 prices ibid. 14-15. Trans- 
port costs (1878) from Valderrama Benitez, “La industria cafetera san- 
tandereana.” Estudio. Ano II, No.’s 19 and 20. 270-4. 1933. (1867) 
from El Comercio (Cicuta). Ano II, Trim. 9, No. 105, 480. Feb. 15, 1867; 
(1868) from Indalecio Liévano, Instruccién popular sobre meteorolojia 
agricola especialmente sobre el anil i el café. (Bogota). 1868. Prices 
(1878, 1867, 1868) from Francis B. Thurber, Coffee from Plantation to Cup. 
(New York). 1881. 228. The figures were reduced to peso cost and dol- 
lar price per pound of coffee; costs were converted into U. S. currency by 
application of contemporary exchange rates; percentages were then derived. 


® Puerto Salgar lies on the Magdalena River 30 kilometers below and 
nearer the coast than Honda. 











TRANSPORTATION AND COFFEE 19 


The cost of moving coffee from local market to Colombian 
port varied from a minimum of 15 percent (by the Cicuta-Mar- 
acaibo route) to 24 percent (by the Bucaramanga-Barranquilla 
route) of New York wholesale price. If the cost of moving cof- 
fee from farm to market were added to these figures, the per- 
centages would rise to still more impressive levels. Ocean 
freight, which is not considered here, would bring the total 
transport cost of coffee delivered on the New York market to a 
third of its price in many instances. 


The wide margin of market price represented by transporta- 
tion costs was not due to any inherent characteristic of coffee as 
a product. It is true that coffee had to be kept dry to prevent 
spoilage. But this consideration presented no difficult problem 
to the Colombian coffee shipper. Good bagging materials were 
available domestically, and appropriate care was all that was 
necessary to insure undamaged delivery. In fact, coffee held one 
peculiarly strong transportation advantage over other products: 
namely, that it could never spoil provided it were kept dry and 
uncontaminated by odors. Age enhanced rather than deterio- 
rated the quality of coffee. Nor did the weight of coffee place it 
at a disadvantage in shipment. In fact, the ratio of weight to 
price lent coffee a competitive advantage over most other domes- 
tic products important in the Colombian economy during the 
critical decade of the 1870's. 


TABLE 2 


Prices of Colombia’s Principal Exported and Non-Exported 
Agricultural Products, 1868-1878 


Exported Products 


Price per pound 


Commodity (Col. peso) Market 
ON atin ccccim ell ae New York 
I alti chee tatieanieiiin BE Mctiecinaititnititos Medellin 
aaa aa SD Pci ncirccsittaieibiat London 
I ati ailatte niall staibiccsihitn I ha iscicnciiaincibeainns Bremen 
RIND 1 sicniseihisecahnlaempeinaiii I assiccsaniaecininens Colombia 


ili a ’ La Mesa (Col.) 
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Non-Exported Products 
Cane sugar honey. Ee imakiee La Mesa 
a i a ssp IEE Ticssnessincnsivaieie La Mesa 
I allie I eh aceite La Mesa 
Bananas, yucca, vegetables 0.011 *. La Mesa 


The only native products that enjoyed a pronounced advan- 
tage over coffee in this respect were gold and silver. Their very 
low ratio of weight to value explained, of course, their insensi- 
tiveness to the economic consideration of transportation costs 
and accounted for their successful exploitation in colonial days. 
Conversely, the very high weight:price ratio of corn and pota- 
toes as shown in Table 2 precluded their profitable export. 

The sensitivity of the Colombian coffee industry to transpor- 
tation costs was therefore not to be explained by the inherent 
nature of coffee, but rather by the geographical peculiarities of 
Colombia. Temperature, rainfall, soil and drainage predestined 
the localization of coffee cultivation in the interior of Colombia. 
The mountainsides were the natural habitat of the coffee bush; 
and since the mountains, with the exception of the limited Sierra 
Nevada de Santa Marta, were located in the heart of the country, 
coffee was destined to expand in the most inaccessible parts of 
Colombia and to travel over long and arduous routes to the sea. 
Not only were the potential coffee growing areas situated in the 
interior of the country, but so likewise were the population cen- 
ters, the sources of farm labor. Colombia has always been iso- 
lated from the rest of the world by its geography—by its low, 
humid, forbidding coastal plains and by the mountainous divi- 
sions of its hinterland. The problem of overcoming distance and 
rugged physical features was common to all branches of Colom- 
bian economic life. For the coffee industry, as compared with 
other industries, the problem was particularly acute. 


@ Thurber, Coffee From Plantation to Cup. 228. 1878-75. 

> Letter of P. Uribe. Jan. 26, 1879. Carrasquilla, Segundo informe 
anual ... dela agricultura nacional. (Bogota). 1880. 86-7. 

¢ Camacho Roldan, Escritos varios. 686. ‘%Jbid. 685. 

e El agricultor. Ano I, No. 5. Aug. or April 21, 1868. 


£ Camacho Roldan, Escritos varios. 578. Prices obtaining in the middle 
1860’s. 
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II 


A question that arises naturally is how to explain the fact 
that coffee succeeded in becoming established as the foremost 
infant industry of Colombia as early as 1885 before any appre- 
ciable improvements in land transportation had been effected. 
The answer lies in the combination of several developments. 


The first development was that the domestic consumption of 
coffee permitted a limited cultivation. Imported directly from 
Venezuela and indirectly from the Eastern Hemisphere about 
1740, coffee became a familiar plant in the gardens of Anti- 
oquia, Cundinamarca, Boyaca and Santander long before it was 
set out in large farms as a cash crop intended for export. For- 
eign travelers to Colombia in the early 18th century referred 
constantly to the delicious coffee served in the smallest towns. 
To the extent that the local market was able to absorb the coffee 
harvests, transportation remained an unimportant factor. 


A second development was the realization on the part of Co- 
lombian farmers that the high quality of coffee grown on the 
voleanic soils of the mountainsides enabled the exporter to com- 
pensate to a certain extent for costly transport. 


A third development was the cultivation of coffee in those 
areas that were appropriate to its growth but were at the same 
time most accessible to the sea. The principal such area was the 
State of Santander in the Eastern Cordillera and especially that 
northern section which became the Department of Norte del San- 
tander in the first decade of the 20th century. Coffee from this 
area was exported by two routes; the first, through Cucuta via 
Lake Maracaibo; the second, through Ocafia via the Magdalena 
River. Transportation along the first of these routes was ef- 
fected in the following manner. The coffee, first collected in 
Cucuta, was carried by mule in three to five days to the river 
port of Los Cachos on the Zulia river; from Los Cachos by barge 
to Encontrados on the Catatumbo river in five days; and from 
Encontrados to Maracaibo by steamer in a day. The trip from 
plantation to port, a distance of 500 kilometers, required 
12 to 14 days; from port to plantation in the contrary direction 
took three to four weeks. This region, which was more acces- 
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sible than others, dominated coffee production in Colombia in 
the early period of the industry’s expansion, 1860-1890. In 
1874, 90 percent of Colombia’s coffee was grown in Santander.* 


A fourth development was the establishment of regular steam- 
boat service on the Magdalena River. Although the steamboat 
first appeared on the Magdalena as early as 1824, it was not 
until the 1850’s and 1860’s, with the temporary boom in tobacco 
and indigo, that service became regularized. Not only was the 
lower Magdalena better served in the vicinity of Gamarra 
(Ocajia’s river port), but the upper reaches were tapped for the 
first time. Between the small ports of La Dorada and Girardot, 
the mountains slope down from Cundinamarca on the east and 
from Tolima, Caldas and Antioquia on the west; and on the 
middle altitudes of these mountains coffee was cultivated with 
profit. Although the steamboat was a great improvement over 
poled barges and dugouts and although it saved months in 
transit, still the 1,000 kilometer trip from Honda to the sea was 
perilous and long. Sandbars, rocks, logs and bursting boilers 
still left the cargo subject to costly hazards. Prolonged winters 
made the mule trails leading to the river impassable, while pro- 
longed summers prevented the steamboats from passing the 
shallows of the river. The vagaries of the Magdalena River, 
which has served as the principal artery of Colombian com- 
merce, have ever been the subject of bitter and frustrated com- 
ment. Yet it was the combination of the Magdalena River and 
the steamboat with its lower freight rates that first enabled 
coffee to penetrate a narrow band of Colombia’s central interior. 
The steamboat, representing the first successful dent in Colom- 
bia’s physical isolation, marked the beginning of the end of 
primitive water transportation. Yet it was not accompanied by 
any form of improved land transport, and until it was supple- 
mented by such improvements, the economic development of the 
Magdalena basin was confined to narrow margins along the 
river. 


By the early 1890’s, therefore, coffee, which had become Co- 
lombia’s principal export in the previous decade, was fast reach- 


1 Anuario estadistico de Colombia 1875. (Bogota). 1875. 
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ing its limit of growth both in Norte del Santander and along 
the Magdalena. 


III 


At the same time that Colombian farmers were fretting under 
high transport costs, they were becoming well aware that the 
world coffee market was expanding rapidly and apparently with- 
out limit. Between 1878 and 1899 world production rose six 
million bags. 


TABLE 3 
Colombian and World Production of Coffee Compared, 
1878-1938 * 
(In bags of 60 kilos by a three-year average) 
Year Colombia World 
I is sscschdececepnsiiaistelibcsehialedialle 63,820 8,107,333 
 iiitilisstainicianishindanabimcstidahided 459,322 14,538,333 
Cathal aiid imaiihins 1,060,908 17,957,000 
iiss catalase 2,013,768 20,691,666 
a ieiitastnctea ch eect nial iebtia se 4,031,886 33,668,000 


Almost all of this increase was accounted for by Brazil, which 
in the 80’s and 90’s was opening its interior lands behind Rio 
and Sao Paulo. To share in the expanding world market, Co- 
lombia had to tap these interior lands which up to this time were 
still inaccessible except by mule train. 


It was natural that growers should seek to cut production 
costs wherever they could. But the opportunities for cutting 
any cost except that of transportation were extremely limited. 
Labor costs have always been low, and if any difference did 
exist by comparison with Brazil, it was Colombia that held the 
advantage. In the cultivation and processing of coffee, no im- 
portant mechanical invention has been developed to cut produc- 
tion costs appreciably. 


One plan for circumventing the obstacle of transportation 
costs was the experimentation with a different species of coffee, 


* From official sources. 
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the café Liberia, which was suitable to low altitudes and tropical 
climates and thus allowed cultivation near the coast. From 
1879 until the first World War several experimental schemes 
were promoted, but they all failed. Experience showed that the 
advantage of short transportation routes was more than out- 
weighed by the problems of cultivation and the inferior quality 
of the African coffee. 


IV 


The ambitious Colombian farmer was thus obliged to conclude 
that he had no other alternative than to attack transportation 
costs by breaking down the physical isolation of the mountainous 
interior. Every other coffee producing country enjoyed far 
more direct and far easier routes from coffee-growing area to 
ocean port. As late as 1870, coffee was everywhere completing 
its trip to the ocean by the same modes of land transportation 
that existed in colonial days. The sure-footed mule, carrying 
his carga of 250 pounds along the narrow treacherous mountain 
paths, was the principal means of land transport. Burros and 
horses were also used. Oxen were frequently employed on the 
trek into Medellin (enroute to the Magdalena) and in Caldas, 
where their strength enabled them to plow through the deep mud 
with heavy burdens. Wagons were impossible in the steep 
mountain lands, and, with but a few exceptions in limited locali- 
ties, never assumed importance in Colombian land transport. 
So that it is to the mule that coffee owed its greatest debt of 
gratitude for faithful service. The 19th century saw mule trails 
considerably improved by means of a rough stone pavement 
along the most difficult and eroded sectors. In this later period 
one encounters no such report as was made ‘reliably” at the end 
of the 18th century to the effect that 70 mules had died in the 
space of two months along the Honda-Bogota road.2 Yet as 
long as the mule trains were the only mode of transportation, 
even short trips required weeks and months, and costs remained 
almost unchanged. 


2 Pedro Fermin de Vargas. Pensamientos politicos y memorias sobre la 
poblacion del Nuevo Reino de Granada. (Reprinted Bogota 1944). 
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V 

The mule trail-waterway transportation system which pre- 
vailed in the 19th century was altered by the arrival of the rail- 
road. Although some railroads had been built and others com- 
menced in the 19th century, the vigorous movement for the com- 
pletion of the elementary network did not come into being until 
the 20th century. By 1898 Colombia had 593 kilometers of rail- 
road; by 1940, 3,335 kilometers. 


TABLE 4 


Colombian Railroads, Showing Total Length and Portion 
Utilized in Moving Coffee.* 


(Kilometers) 
Year Utilized in Moving Coffee Total 
a et en he 423 593 
I Aicars tiahsictiaincsiiacninsainoencdatonnins 919 1,143 
i kil a 1,382 1,571 
cei ininiileiiebinsschil 2,480 3,335 


Railroads tended to replace both water transportation and 
mule freight. In many places they paralleled old routes and 
brought the advantages of speed, security and economy. It is 
not possible in this article to trace in detail the geography and 
chronology of railroad building. Yet an understanding of the 
general pattern of the new railroad lines does not require elab- 
orate map or time reference. 


The first railroads to be built replaced waterways, for in level 
country they were relatively easy to build. Terminal and con- 
necting railroads were the most essential category of this type. 
The railroads that connected Barranquilla with the ocean; Car- 
tagena with the Magdalena River at Calamar; La Dorada with 
Honda, Ambalema and Buenos Aires on the western shore of 
the Magdalena River are outstanding examples. Their con- 
struction was necessitated by the silting of the Magdalena estu- 
ary ; by the costly maintenance of the unreliable canal (El dique) 


* Data drawn from numerous sources, mainly official government publi- 
cations. 
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between Cartagena and the Magdalena; and the dangerous river 
bed with the rapids at Honda. 

Not only was water transportation replaced by the railroad 
along the Magdalena, but lesser rivers that led from the moun- 
tainous coffee areas were also superseded by rail. A survey of 
the history of river transport in Colombia reveals an astounding 
shortening of navigable waterways as the result of erosion. It 
was therefore not only for reasons of economy but also because 
old river routes were no longer passable or were passable for a 
shorter season than formerly that alternate transportation had 
to be developed. The steady deterioration of the Magdalena 
River has already been referred to as a central theme of Colom- 
bian complaint. But the same tendency has been true of other 
rivers in Colombia. The earliest and most outstanding railroad 
illustrating this development was the Cucuta line, which, paral- 
leling the Zulia River as far as Puerto Villanizar, was completed 
in 1888. Thus as water routes shrank, rail lines lengthened. 

The second general class of railroad to serve the coffee region 
—coming later as a result of difficulties in construction—re- 
placed primitive land transportation by paralleling the mule 
trails that led down from the mountains. From the edge of the 
high plateau on which Bogota is located, two lines circle and 
back-track their way through the Cundinamarca coffee regions 
to lose 8,000 feet of altitude before reaching their Magdalena 
terminals on Girardot and Puerto Salgar. From Bucaramanga 
to Puerto Wilches in Santander, a similar line replaces the oldest, 
colonial mule trails. From the Antioquia capital of Medellin to 
Puerto Berrio on the Magdalena, the line that presented the 
most enormous of engineering problems was nearly completed 
by 1922. Many others could be cited. The economies effected 
by two of these lines (Bogota-Puerto Salgar and Bucaramanga- 
Puerto Wilches) are shown in Table 1. 


Ingenious use has been made of overhead cableways to connect 
two of Colombia’s coffee regions with the Magdalena. The first 
of these cable-car routes connected Manizales, capital of Caldas, 
with Mariquita close to Honda; while the second, also over- 
hanging an old mule trail, connected Ocafia with the Magdalena 
at Gamarra. 
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Colombian coffee transportation history can be divided into 
three periods according to the outlet by which each period was 
characterized: (1) Ctcuta-Maracaibo, 1830-1895; (2) Magda- 
lena River, 1895-1930; (3) Buenaventura, 1930-1948. Of the 
919 kilometers of railroad utilized in the movement of coffee in 
1914, 674 kilometers served the Magdalena valley. The notable 
shift in recent years from the Magdalena to the West Coast 
outlet had its origin in the opening of the Panama Canal, the 
development of Buenaventura as a port, the opening of the cof- 
fee lands of Caldas and El Valle, and the construction of the 
Pacific Railroad network. By 1940 the Pacific Railroad pos- 
sessed 714 kilometers of track. In 1941, 58 percent of Colom- 
bia’s coffee exports left by this route. 


VI 


During the last 25 years, highways have come to play an ever 
increasing part in the movement of coffee. In 1944, Colombia 
possessed 10,676 kilometers of national highways and 7,000 be- 
longing to administrative divisions. The nation thus utilizes 
a highway system six times the length of its railroad-cableway 
system. 

Some trunk highways have relieved the burden placed on 
water and rail. Examples of such highways are found in all 
parts of Colombia: roads paralleling much of the Pacific Rail- 
roads; Espinal to Neiva; Girardot to Bogota; Manizales to 
Honda. 

Other highways form the only links between important sec- 
tions of the country. Of such a class are the Puerto-Berrio— 
Barbosa road in Santander; the Armenia-Ibagué road over the 
Quindio pass; the Facatativa-Cambao connection with the Mag- 
dalena through central Cundinamarca. 

The most important role of the highway, however, has been 
the shortening and cheapening of transportation into the indi- 
vidual coffee areas which until the 1930’s were served only by 
mule. One example might be taken from the valley of the Cun- 
day river, which lies in Tolima east of the Magdalena river. 


3 Francisco Abrisqueta, La economia Colombiana. 81. 
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Originally, the coffee was carried out by mule all the way to 
Girardot. Later on, it was trucked to Girardot from the town of 
Melgar where the mule trains were met. In 1935, a highway 
was completed as far as the town of Cunday. In 1942, it was 
opened above Cunday as far as Las Margaritas; in 1943 as far as 
Andalucia. Every time the highway was extended, the mule trails 
shortened and the costs of transportation were cut. During the 
period when coffee was carried all the way to Girardot by mule, 
it cost about $2.50 pesos the sack. In 1946, the cost by truck 
was $0.75 pesos.* 


Vil 


The contributions of coffee to the construction of railroads and 
of the railroads to the expansion of coffee were features of an 
historic interaction of forces in Colombia. 


On the one hand, the construction of railroads owed much to 
the impetus of coffee.5 A fairly close parallel might be drawn 
between the relationship of tobacco to steamboat navigation and 
the relationship of coffee to railroads. In both instances, the 
heaviest freight consisted, at the outset, of imports and not ex- 
ports. On the Antioquia railroad line, for example, between 1895 
and 1897, 72 percent of the total freight carried was imported. 
In both instances, however, the promotion of the enterprises was 
waiting until a paying export was found. In both instances, this 
new export product—tobacco in the case of steamboats and 
coffee in the case of railroads—provided the bulk of outbound 
cargo. 

Some of the railroad promoters investigated the coffee industry 
and its potentialities to determine what paying load it might 
offer. The Cuban engineer Cisneros made a personal census 


4Interview with Diego Londono, Hacienda Valparaiso, Cunday. Nov. 
1-4, 1946. 

5 Highways and improved trails also were urged, campaigned for, and 
even privately built by coffee growers. In 1911, the coffee growers of Viota 
and El Colegia (Cundinamarca) petitioned the House and Senate for the 
completion of the Camino de Subia. They asked it in the interest of 60 
plantations producing 50,000 sacks of coffee. (Archivos del Congreso 
(Bogota). Camara. Vol. VIII, 319. Aug. 31, 1911). 
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of the industry in Antioquia. In 1914 an exploratory mission 
for the Uraba railroad gathered published data on coffee.® 

The most convincing evidence of coffee’s important influence 
in the beginning of Colombia’s railroads is the fact that coffee 
generally constituted well over half the total outbound freight 
during the railroads initial years. From Antioquia, the new 
rail line carried a cargo 70 percent of which (between 1895 and 
1914) was comprised of coffee.? From Cundinamarca through 
Girardot, 70 percent of total exports in 1908 was coffee.’ In 
1891, the Barranquilla Railway carried to the coast a cargo of 
20,000 tons of which 74 percent was coffee. The Cucuta railway 
carried out a very high percentage of its freight in coffee. The 
proportions of total rail and cableways to be utilized in the 
movement of coffee were as follows: 1898—70 per cent; 1914— 
80 percent; 1922—88 percent. 

On the other hand, the debt that coffee owed to the railroads 
and to all modernizations of transport was enormous. Without 
these changes, Colombian coffee could not have held its prices 
where they were nor consequently its markets abroad. 


VIII 


Today, the Colombian economy still operates under the strain 
of a weak transportation system. The nation’s total railroad 
mileage is one of the lowest in all South America. The most 
outstanding single weakness is that the Magdalena river re- 
mains the only arterial connection between Colombia’s Carib- 
bean ports and its deep interior. Some Colombian interests have 
now for many years urged the government to promote the con- 
struction of railways paralleling the Magdalena from the Cen- 
tral Cordillera to Cartagena and from the Eastern Cordillera 
to Santa Marta. Twice a year, at the end of each summer when 
prolonged drouth depresses the water level of the Magdalena 


6 Luis F. Osorio, informe Nimero l. del ingeniero jefe de la comisién 
exploradora del Ferrocarril de Urabd. (Medellin). 1914. 29. 

7 Alejandro Lépez, Antioquia. (Medellin). 1915. J. Rodriguez and A. 
Lopez, Estadistica de Antioquia. (Medellin). 1914. 

8 (Republica de Colombia), Revista del Ministerio de Obras Piublicas. 
Ano IV, No. 9, 664. Sept., 1909. 
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and causes acute problems of storage at one point and shortage 
at another, proponents of railway construction raise loud cries 
demanding action. But other patriots with equal vehemence ob- 
ject on the ground that such a venture, entailing enormous costs, 
would prove a false economy. Once the rains again commence to 
fall and traffic begins to move, the question of rail construction 
fades into the background. In summer time the battle is joined; 
in winter it relaxes. 


This problem of rail construction (like that of any projected 
improvement in transportation) calls for a really thorough 
study. To arrive at a solution requires not simply a weighing 
of transportation costs within the reference of Colombia’s pres- 
ent economic structure, but also a thorough investigation of the 
industrial potentialities created by such a project. It requires 
the knowledge not merely of engineers and cost analysts but 
also of specialists in industrial location who can assess the fac- 
tors of market, materials, and labor with reference to a variety 
of appropriate industries. 


In making this study (or similar studies) the example of the 
coffee industry could well be kept in mind. Its history does not 
demonstrate that every change in Colombian transportation 
was economically justified. But it does show that without trans- 
portation improvements, the coffee industry could never have 
flourished. 
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In 1946 the Brookings Institution inaugurated a broad pro- 
gram of research and education in the field of international rela- 
tions. There were two main objectives: (a) to aid in the devel- 
opment of an informed and responsible American public opinion 
on foreign policy; and (b) to contribute towards a more realistic 
training of the increasing number of specialists in international 
relations that are required today. 


Major Problems of United States Foreign Policy 1948-49: 
A Study Guide is the second annual publication on problems of 
American foreign policy to be published in the program. The 
volume attempts (a) to illustrate a technique for the study of 
foreign relations in a manner closely approximating that used 
by government officials in the formulation of policy; and (b) to 
furnish working materials as an aid to the reader in acquiring 
a knowledge and an appreciation of the nature of the policy- 
making process. 

This article is concerned with Problem Paper II in the Study 
Guide: The Problem of Economic Assistance to Latin America. 
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Problem Paper II. The paper consists of an attempt to define 
the precise interest of the United States in undertaking a pro- 
gram of economic assistance to Latin America, to provide a back- 
ground of factual information on Latin American economic or- 
ganization with particular reference to the impact on interna- 
tional economic relationships, to review the character of the re- 
lationship of the United States with the other American repub- 
lics in recent years, and finally to define policy issues and alter- 
natives. 


Definition of Interest. The paper suggests that there are a 
number of reasons that might prompt the United States to take 
a positive interest in economic assistance to Latin America. (a) 
On the security side, “the potential contribution of Latin Amer- 
ica to the defense of the United States” is cited. Unfortunately, 
there is no effort to appraise the strategic importance of that 
contribution beyond some rather general comments on the use- 
fulness of certain strategic materials imported from Latin 
America in the last war. Thus, the student is given no way to 
judge the urgency and scope of assistance that might be justified 
by security considerations. Certainly none of the “writers and 
public lecturers” to whom the volume is hopefully recommended 
as an aid would derive any guidance for comment on the security 
aspects of a program of economic assistance. (b) On the eco- 
nomic side, the dependence of the United States on imports from 
Latin America in peacetime is cited, although it would be diffi- 
cult to see how abstention from economic assistance would re- 
sult in curtailment of that flow of imports. More stress is laid 
on the possibility of developing the Latin American market for 
American exports by raising purchasing power. Actually, this 
familiar presentation of market expansion must be rejected un- 
less a number of assumptions can be made—few of them valid 
under present trends—as to adoption of certain measures by 
the various countries which will assure such benefits accruing 
from the effort by the United States. And in terms of national 
policy, this objective calls for a choice among areas for devel- 
opmental activity ranging from our own more backward areas 
to the various under-developed regions of the world, in which 
decision it is not at all certain that priority would properly 
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extend to Latin America under present conditions. (c) On the 
political side, the statement is made flatly that “the United 
States has a paramount interest in the political stability of the 
Western Hemisphere” without examining into the character of 
the forces that sometimes make stability in a Latin American 
country the poorest sort of justification for a program of devel- 
opmental assistance. The statement that “to the extent that 
political and social unrest is caused by limited economic oppor- 
tunities the problem of economic development assumes interna- 
tional significance’ appears to be a weasel-worded avoidance of 
the cliché that political stability tends to accompany a rise in the 
standard of living. But it is followed uncertainly by the com- 
ment that “that is one significant reason why the problem of 
assistance engages the interest of the United States.” (d) 
Finally, importance is attached to the fact that “the problem of 
economic development in Latin America has been accorded rec- 
ognition” in the Inter-American and United Nations systems. 
Since the position of the United States on the character and 
scope of assistance in that problem remains to be determined, 
and its definition is in fact the very objective of the paper, a 
listing of this factor contributes little to the problem. 


Having failed in definition of the interest of the United States,} 
the paper now proceeds to consider the Latin American back- 
ground. 


Outline of Background. Low productivity and economic in- 
stability are listed as the common characteristics of the Latin 
American economies. The low productivity is attributed to low 


1 Henry C. Wallich in discussing the interest of the United States notes 
that “the United States has not yet succeeded in defining clearly and real- 
istically what its interests in the Latin American sphere are. ... But 
since all that seems to be at stake are export markets of only moderate 
importance, political friendships most of which the country feels reason- 
ably sure of anyhow, and raw material supplies for which the United States 
is the only solvent market, United States policy has been able to drift 
without courting disaster.” Foreign Economic Policy for the United 
States, Edited by Seymour E. Harris (Harvard University Press, 1948), 
pp. 157-158. 

The trouble with the presentation by the Brookings Institution is that it 
offers little or no help in defining U. S. interest. 
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per capita income, poor distribution of national income, the 
difficulty of capital accumulation, and the character of the or- 
ganization of the land. In the discussion of the factors which 
prevent the Latin American economies from functioning at 
higher levels of efficiency, the paper fails in the enumeration 
and discussion of many which would be most closely related to 
the decision of the United States with respect to a policy of 
substantial developmental assistance. The sense of the paper, 
in fact, appears to be that it would be simpler for Latin America 
to get a U. S. decision favorable to it on this program than to 
take internal steps on such matters as the “budgetary and fiscal 
policies (which) have prevented the mobilization of domestic 
capital.” 

Economic instability is attributed to the dependence and spe- 
cialization on a few cash commodities and the lack of control 
over developments in world markets which bring violent changes 
in the terms of trade. But while a shift to less productive activ- 
ity from very efficient specialization has usually been justified 
in terms of a loss incurred willingly for the achievement of 
greater stability, the paper suggests that for Latin America the 
move away from intensive specialization on production to which 
their resources are best suited is calculated to bring higher 
productivity.? 

The Paper goes on to summarize briefly the better known 
trends since 1914: the effect of the first World War in focusing 


2 Wallich’s discussion of this point is a much cleaner discussion. He 
points out that development involves (a) a rise in production and (b) 
diversification of production, and that the two are to some extent anti- 
thetical. “The largest production increase usually can be obtained by more 
intensive use of existing basic resources, in the direction of a higher degree 
of international specialization. Diversification in a raw material country, 
on the other hand, means industrialization and hence points in the direction 
of less international specialization. Nevertheless, there obviously is a wide 
range over which these aims are quite compatible. Even where some sac- 
rifice of productivity seems to be involved, diversification is worthwhile if 
the country in question is excessively dependent upon foreign markets and 
particularly upon the sale of only one or two commodities. Experience has 
shown that in the present uncertain state of international trade, speciali- 
zation is a gamble that a responsible government must try to avoid.” 

See Wallich, op. cit., p. 161-162. 
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attention on the dangers of undiversified economies too heavily 
dependent on foreign trade, the progress in light industries, the 
setbacks as overseas competition returned, the pressure for pro- 
tection; the renewed pressure for diversification and self-suffi- 
ciency during the years of the depression; and finally the shifts 
in markets and sources during the second World War, the growth - 
of local industries, the effort at diversification. No serious 
effort is made to present a concise up-to-date factual “estimate” 
of the situation at the time the Paper was released which might 
have focussed attention on (a) the vulnerability of the export 
list at the moment when Latin America was at full export capac- 
ity, with over 50 percent of the export list already consisting of 
commodities whose price position was softening, and the 26 
percent most promising market-wise in volume and value con- 
stituted of commodities which yielded only a portion of their 
returns as local purchasing power because of foreign ownership; 
(b) the emergence of the trend, long dreaded in Latin America, 
of import and export prices moving unfavorably in opposite 
directions; (c) the passing of the $5 to $6 billion per year mark 
in government expenditures and the new fantastic proportion 
of expenditures being devoted to unproductive purposes; (d) the 
mounting corruption in fiscal, exchange and general governmen- 
tal mechanism far beyond even the traditional character; (e) 
the continued deterioration in the relation of the rate of increase 
of total production to that of the United States; (f) the emer- 
gence, despite popular impressions, of an industrial plant prob- 
ably better equipped and more productive over-all than that of 
1938; and (g) the significance of late tendencies in construction, 
profit and other business indices. 


Nor is any effort made at sober analysis of the economic poten- 
tial to whose realization economic assistance would be directed. 
Yet, writing in a field in which thinking has traditionally been 
distorted and confused by nonsensical conceptions of “fabulous 
potentialities and limitless resources” any presentation on the 
developmental problem should have been preceded by an effec- 
tive summation of the facts as we know them about the endow- 
ment and potential. 
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The factual presentation of Problem Paper II is not marred 
by many errors. The foreign trade figures on page 167 are in- 
correct, for one year by as much as $700 million. The popula- 
tion estimate for 1947-48 is probably too low. Chile’s speciali- 
zation in coffee is doubtless the printer’s own idea. The com- 
ment that the Inter-American Coffee Agreement provided “for 
maximum prices at which coffee could be sold in the United 
States” is not correct, for no specific price objectives were pub- 
licly stated in connection with the Agreement and no criteria of 
fair prices were established—a fact which was underlined by the 
position of the consumers’ representative on the National De- 
fense Advisory Commission soon after the Agreement became 
effective. Nor is it quite correct to say that the Agreement pro- 
vided for “minimum United States imports.” And to say that 
the objective was “indirectly to contribute to the economic sta- 
bility of the countries in which the coffee industry supplied the 
principal export commodity” is certainly putting very lamely 
the motivation of this great act of generosity on the part of the 
United States. Again, it is not correct to say that “apart from 
lend-lease, U. S. financial assistance usually assumed the form 
of credits extended by Export-Import Bank” during the war. 
Incidentally, an orderly presentation of the facts on financial 
assistance would have constituted a welcome and valuable con- 
tribution, for which one would gladly have sacrified the undis- 
criminating repetition of material already available in most 
second-rate textbooks and popular magazine articles. 


Errors in interpretation frequently arise in the Paper from 
the looseness of the writing and from the attempt, apparently, 
to comment on the Latin American situation from a general 
knowledge of international economics rather than from an inti- 
mate knowledge of the facts about Latin America. ‘Under 
conditions of declining prices,’ the Paper points out, “Latin 
America must export more or default on its obligations. The 
alternative would be to import less, but a decline in imports 
beyond a certain point would adversely affect the capacity to 
export.” Were the author of the Paper an expert on Latin 
America he would know how very wide is the margin within 
which imports can be cut without seriously affecting the capac- 
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ity of the country to export, and how small the financial-service 
requirements loom in total availabilities. And even without 
a knowledge of Latin America one might properly raise the 
question of the wisdom of relegating financial service to a deeply 
inferior position with respect to exchange availabilities at the 
moment when the critical position makes highly desirable the 
maintenance and expansion of the inflow of investment capital 
which can alone provide lasting correction of the difficulties. 


Again, the Paper tends to present the Latin American view- 
point without providing guidance to accuracy by accompanying 
comments based on the facts. In analyzing the reluctance of the 
Latin Americans to go along with the basic U. S. policy of re- 
ducing the barriers to trade, the Paper states that the Latins 
doubt “the ability or the willingness of the United States to ac- 
cept increased quantities of commodities from Latin America.” 
A careful analyst at this point would have noted that when the 
Paper was being written the Latins were exporting about every- 
thing they could find in their countries and the lesson of the 
whole situation was that the fault lies in the failure to produce. 
A factual examination of the extent that exports could then have 
been expanded in the absence of U. S. tariff barriers would have 
been genuinely useful. 

The Paper cites the Latin Americans advancing the argument 
that “the prices they received for strategic commodities exported 
during the war were considerably less than the conditions of 
supply and demand warranted and that they exercised consider- 
able restraint in not exploiting the war situation to charge exor- 
bitant prices.” The Paper might have noted that in certain 
major areas of Latin American exportation, the United States 
generously failed to take advantage of its capacity to bring in 
the commodities at much lower prices, and that there was at all 
times a balancing factor in the willingness of the United States 
to make available the essential requirements of Latin America 
at controlled prices far below what might have been extorted for 
such goods and in very fair quantities considering their short 
supply. Again, when the Paper brings forth the tiresome Latin 
American claim that their effort to engage in developmental ex- 
pansion after the war has been stopped by the fact that the 
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prices of manufactured goods have risen so sharply as to absorb 
the exchange resources accumulated during the war period, it 
should have underlined that the dissipation of those resources in 
various forms ranging from unprecedented graft by government 
purchasing agencies to unwise purchase of foreign properties to 
simple failure to limit the inflow of unessentials was basicly an 
internal policy decision for which no responsibility attaches to 
the United States. The Paper notes that the Latin Americans 
have successfully opposed the suggestion that they “refrain from 
establishment of state enterprise for the conduct of trade” and 
goes on to editorialize that “the elimination of government from 
economic activity would seriously hamper economic development 
in most of them.” Unless the word “eliminate” is used delib- 
erately to protect the author of the Paper, the reader must con- 
clude that the writing is by someone who does not know the his- 
tory of government enterprises in the economic field in most of 
Latin America. In fact, the omission of comment on the experi- 
ence of Latin America with government enterprise is a notable 
deficiency in a paper considering policy issues regarding a pro- 
gram of economic assistance. 


When the Paper speaks of the shortage of capital in terms of 
a condition where “none of them (Latin American countries) 
can afford to divert large amounts of capital from production 
for export to production for the domestic market,” it tends to 
confuse the use pattern of domestic savings and their relation- 
ship with fiscal policy. There is a tendency to under-estimate 
the rate of domestic savings in many of the Latin American 
countries and to over-state the capital requirements of economic 
development on a sound basis. It seems questionable, again, to 
attribute the industrialization of the 1930’s to the need to find 
opportunities for unemployed labor and capital resources. And 
it is a bad over-simplification to suggest that it was the lower 
rate of profits and the lesser certainty of profits that kept the 
capital of exporting interests from being put into new domestic 
industries. In an apparent effort to fix the lasting responsibility 
of the United States for diverting of manpower and capital re- 
sources to the production of strategic materials during the war, 
the Paper seems uncertain in its findings. It first devotes space 
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to fixing considerable responsibility for such action, then cor- 
rectly goes on to note that “this is not to say that the allocation 
of factors of production would have been more rational or effec- 
tive had there been no pressure to meet the demand for strategic 
commodities” and once again returns to say that “the factis... 
demand for these commodities .. . induced . . . maldistribution ° 
of productive resources.” The statement that “the general pro- 
tectionist attitude of Latin American countries since the end of 
the war has been based on economic grounds” does not jibe with 
the facts. Finally, statements like the one which finds that “an 
important co-operative achievement was the organization of the 
Inter-American Development Commission” reveal a lack of fa- 
miliarity with the Latin American scene. 


But the major failure of the Paper, the inexcusable deficiency, 
is the failure to present the facts relating to the central theme 
of the Paper. This is a policy presentation on the question of 
U. S. economic assistance for Latin America. What precisely 
has been our experience with developmental corporations, with 
joint-capital enterprises, with government-to-government finan- 
cing? What precisely are the tendencies in private direct invest- 
ment and what is their meaning? What internal developments 
condition the study of developmental assistance from abroad? 
In the first half of 1948, the net disbursement rate of the Export- 
Import Bank in Latin America had slowed down to a $29 million 
per year pace. In the 14 years 1934-47 the Export-Import Bank 
had disbursed (net) only $264 million, and in 1947 $46 million 
net. Was it significant that the major instrument of financial 
assistance for development had so quickly found itself loaned up 
with respect to many countries, and was actually making in- 
creasingly loans of questionable justification? Although many 
of the readers of the Paper might share the popular misconcep- 
tion that a shortage of funds was the reason—General Marshall 
himself may have been guilty of this error when he made the 
$500 million gesture at Bogota—the fact was that the Bank had 
never been short of funds for Latin American assistance—that 
on June 30, 1948, it had uncommitted lending authority of $628 
million or some $130 million more than it had on December 31, 
1947. To write in a vacuum on the issues of developmental as- 
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sistance must surely be a profound waste of time. Or did the 
Brookings Institution think that in telling us erroneously that 
“the fomento corporations had not been equal to the problem of 
economic development” because “their range of activities has 
been limited by shortage of capital,’ the subject had been ex- 
hausted? Or was the meaningless summary of a press release 
on the approach of the Basic Economy Corporation supposed to 
provide some necessary guidance? 


Was it significant that in eight years (1940-47) U. S. private 
investment by comparison had increased by $800 million in 
Latin America? (Net, after allowing for sale of Cuban and 
Argentine properties, repatriation of dollar bonds, etc.) Ad- 
mittedly, petroleum investments were dominating the total and 
there was significant geographical concentration. But where in 
this Paper are the facts from which one might venture to pass 
on the main issues and alternatives with which the Paper winds 
up? 

It is likely that competent efforts at analysis might have come 
up with a useful description of the investment requirements by 
categories selected for purposes of policy determination, and 
perhaps even with an attempt at appraisal of the magnitudes 
involved. It is probable that more than nine-tenths of the poten- 
tial private investment was in direct dollar-producing expansion 
of production—petroleum, minerals, bananas, etc.—which did 
not require joint governmental investment or transfer guaran- 
tees, but merely an agreement on the rules of the game which 
would provide security for the investment and its yields and 
freedom from discriminatory action. The little-appreciated abil- 
ity of Latin American private capital itself to provide much of 
the capital needed for other areas of private investment—espe- 
cially those involving selection from the normal import list of 
commodities to be encouraged at home so as to reduce exchange 
requirements—surely required analysis in any Paper concerned 
so heavily with the question of industrialization. The peculiar 
character of public utility capital requirements from the stand- 
point of private activity and the difficulty of raising risk capital 
in the present New York market was another suitable subject 
for factual analysis pointed directly at a major issue. And 
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finally, there was in order an analysis of the public works field 
with its special focus on government-to-government relation- 
ships and the possibilities of relating action in this area imagi- 
natively to decisions in the sphere of private investment. There 
was surely something to be learned from the failure of the in- 
ternational machinery such as the United Nations Economic 
Commission for Latin America and the Inter-American Eco- 
nomic and Social Council. There were lessons to put down from 
the failure at Bogota, but even the summary of the steps taken 
there is inadequate: the reader fails to gain a correct impression 
of the background out of which interpretation of action on the 
economic aggression clauses will come, fails to be given any in- 
sight into the deliberate bungle with respect to wording of the 
clause relating to compensation in the event of expropriation, 
fails to find the analysis of the inconsistency of the recommenda- 
tion with respect to technical surveys. 


Principal Issues and Alternatives. Having failed to provide 
the essential background material, the Paper concludes with a 
presentation of principal issues and alternatives: (a) Whether 
to limit assistance in industrialization to projects that are eco- 
nomically sound, or to “go along” with Latin American wishes 
regardless of the character of the propositions: (b) Whether 
or not to administer a program of assistance in such a way as 
to secure modification of unsound practices inside Latin America 
which could cancel out benefits otherwise accruing from United 
States aid; (c) Whether or not to exert pressure for positive 
cooperation in the European Recovery Program; (d) Whether 
or not to bring pressure to bear against the obvious interest of 
the Latin Americans in extending government enterprise re- 
gardless of its effect on productivity; (e) Whether or not to ac- 
cept government lending as a permanent function of the United 
States Government as a good neighbor, with the alternative of 
tapering off as soon as possible; (f) The question of how active 
should the United States agencies be in working for improve- 
ment of the climate for private investment, which will seem 
rather an academic question for those of us who feel that the 
State Department long since was charged with protection and 
promotion of American interests; and (g) Finally, there is 
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raised the question of hemispheric preferentials and the related 
issue of geographic blocs within the area. 


The reader who remembers that this Study Guide is an at- 
tempt to enable him to place himself in the position similar to 
that of responsible government officials actually dealing with the 
problem must wind up better able to appreciate the causes of 
the failure of the State Department to develop an effective ap- 
proach to developmental activity in Latin America. Problem 
Paper II might also have been written in the State Department, 
for it shows the characteristic lack of imagination, the failure 
to comprehend what has happened and what is actually happen- 
ing, the unfamiliarity with such experience as has accumulated 
too often painfully, the remoteness from the realities of the sit- 
uation. It would be as foreign to State Department thinking 
as it apparently is to that of the Brookings Institution staff to 
break sharply with the pedestrian review of inter-American con- 
ference activities and to strike out with a new imaginative ap- 
proach—say, something like a bilateral operation in which would 
be joined a program for government-to-government lending for 
public works with a clearance of obstructions for major private 
investments along with mass-appeal devices directed at long- 
range social objectives. 


When the American republics assemble at Buenos Aires to 
consider economic questions, the central problem will be to de- 
vise a formula to accelerate the flow of developmental capital 
into Latin America. In their present frame of mind, the 
measure of success for the Latin Americans will be their ability 
to persuade the United States to expand government-to-govern- 
ment lending with as little regard as possible for the soundness 
of the activity. For the United States the task will be to per- 
suade the Latin Americans to adopt sound fiscal and economic 
policies internally and to create conditions that will attract pri- 
vate direct investment. The problem is not simple. But it will 
require more imagination, more knowledge, more wisdom, than 
is shown in the Study Guide under review. 
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By, Margaret Donnelly" 


Several months ago William P. Tolley, Chancellor of Syracuse 
University, asked the New York State Society of Newspaper 
Editors to consider the fact that although we have seldom had 
better foreign correspondents or abler representatives of the 
Press at Washington, the average citizen “more and more dis- 
counts both the editorial page and the actual reporting of the 
news. ... With all our far-flung services of press and radio, the 
American public frequently does not learn the truth about con- 
temporary events until long after they have happened.” He 
went on to document the fact that “while we have a free press 
the American public is still not adequately informed” and that 
we are even less well informed on news from abroad and on for- 
eign policy than on domestic affairs.’ 


The Latin American scene has commonly been accepted as an 
area where coverage in our press is weak. This weakness has 
been attributed to the lack of interest in Latin America on the 
part of the average citizen in this country, and to the fact that 
Latin America is somewhat off the main current of world devel- 
opments that make for war and peace and understandably of less 


* This article was written while Miss Donnelly was participating in a 
study of Latin American news coverage being conducted by the Institute 
of Inter-American Studies. 


1 Address to New York State Society of Newspaper Editors, September 
27, 1948. 
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urgent interest. In recent months a number of serious apprais- 
als of the coverage in leading newsmagazines and of press cov- 
erage generally have been published.” 


In this article, the author examines the coverage of Brazilian 
news in the period June-July-August, 1948, in The New York 
Times, which has probably the most effective Latin American 
news coverage of any American newspaper. 


The Subject. The Brazilian scene is not lacking in newsworth- 
iness. On the security side, whatever seriously affects Brazil 
affects our most dependable Latin American ally and the one 
capable of rendering the greatest service in the event of a threat 
to hemisphere security. This was amply demonstrated during 
World War II when Brazil participated actively in military op- 
erations, provided maximum service as a base for operations for 
patrolling of the South Atlantic and ferrying of planes and ma- 
teriel to battlefields, worked effectively in the supplying of stra- 
tegic materials, received a third of a billion dollars of lend-lease 
equipment. And the cooperation had been forthcoming with as 
little emphasis on quid pro quos as was shown by any of our 
allies, and had been followed after the war by continued inti- 
mate relations in the working out of security problems. The 
Brazilians missed a tremendous opportunity after the war to 
capitalize on their great good will in Washington and elsewhere 
in the United States and were to witness a shrewd and shame- 
ful build-up of a Latin American country which had been com- 
pletely uncooperative in the defeat of Germany. But this only 
underlined the immense importance of proper coverage in our 
press, for only a well-informed public can hope to resist efforts 
to twist the news and can form judgments in proper perspective. 


On the economic side, Brazil in 1947 had been our fifth largest 
customer, our third largest source of imports, the seventh most 
productive country in terms of profits on United States invest- 
ments, the largest Latin American debtor at the Export-Import 


2 Inter-American Economic Affairs, Summer 1948, “How Time and News- 
week Covered the Argentine Story in 1947.” D. Hollenbeck, “CBS Views 
the Press,” The Atlantic Monthly, September 1948. A. J. Liebling, “The 
Wayward Press,” The New Yorker, September 25, 1948. 
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Bank. As a traditional stronghold for American exporters 
where the complementary character of the trade enabled our 
trade relations to proceed with the minimum of friction, Brazil 
was an ideal core for any developmental plan for the hemi- 
sphere that might emerge from the widespread debate on de- 
velopmental problems that was under way. Clearly, what af- 
fected Brazilian business had newsworthiness for American 
business. 


On the political side, at a time when communism makes news 
whatever the scene and the occasion, Brazil was one of the 
focal points of the communist attack in this hemisphere. The 
communists had perhaps reached their peak strength, tempo- 
rarily at least, in the elections of January, 1947, when they 
polled three-quarters of a million votes—some 15 percent of the 
total—and_ elected local officials in significant concentrations. 
Brazil had been the first of the South American countries to take 
strong steps to suppress the Communist Party legally. And now 
in Brazil the Communist Party—only 150,000 strong but viru- 
lently articulate—had decided to stake its future in Brazil on a 
campaign against a major issue of Brazilian-American coopera- 
tion which surely gave the subject special newsworthiness for 
the American reader. 


On the side of international organization, Brazil was a bul- 
wark against the Pan Hispanism movement in Latin America, 
was traditionally cooperative with United States aspirations in 
the inter-American system, was a major obstruction to Argen- 
tine hopes of perverting the inter-American system to Argen- 
tine ends, had just demonstrated again at Bogota the closeness 
of the Brazilian and American positions on principles and had 
—although the press did not report it—attempted to prevent a 
major error by the United States delegation without success. 


The Story: June-August, 1948. Early in the third quarter of 
1948, a major controversy was touched off in Sao Paulo by a 
bitter exchange of statements between the Finance Minister of 
the Federal Government and the Governor of Sao Paulo. There 
followed weeks of high tension, public controversy between high 
government officials in press and radio on the relative closeness 
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to bankruptcy of state and federal governments, which threat- 
ened to bring on intervention and to upset the stability of gov- 
ernment activity in Brazil. It is not unusual or particularly 
noteworthy for Paulistas to claim that the federal government 
is siphoning off their assets to support the more backward sec- 
tions of Brazil, but the current situation was loaded with news- 
appeal because a central issue was an Export-Import Bank 
credit. Government officials risked the credit standing of the 
country to debate the extent of the pressure which the Export- 
Import Bank had put on the federal government to make pay- 
ments on a state-owned railway loan under threat of having to 
report the facts to the U. S. Congress, the validity of the claim 
that delay had stemmed merely from delays in delivery of goods 
purchased under the credit, and the actual attitude of the Bank 
toward an even longer postponement of payment than the State 
Government had sought. Deliberately or not, the operations of 
the Export-Import Bank have been so veiled in secrecy in this 
country that there are few persons outside the immediate group 
which functions on Exim Bank loans who have any conception 
of the experience of the Bank in the past decade. Since the 
focus of inter-American economic policy is the attempt to devise 
a formula for development assistance to Latin America, and 
since any formula reached would eventually have to be debated 
publicly, any news that tended to break through the curtain 
which isolated the Bank from the public would easily meet the 
New York Times’ requirement that the news be fit to print. 
This story fell easily within the “all the news that’s fit to print” 
formula, but it never reached the reader of the New York Times. 

In the same period important negotiations were under way in 
Brazil to solve a developmental financing situation—the Rio Doce 
matter—which again had intimate bearing on the problem of 
U. S. financing of Latin American development. The Brazilian 
press concerned itself with the matter, but in the New York 
Times coverage failed. 


Ex-President Vargas had never ceased to be one of the more 
powerful influences in Brazilian politics, and with the very un- 
balanced situation where both major political parties were on 
the Right and a wide gulf separated them from the extreme Left 
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where the Communists were perched, the government found 
itself devoting much of its energy to coping with the Vargas’ 
influence—which emerged sometimes on strictly nationalistic 
lines, sometimes as a filler for the liberal void, sometimes as the 
defender of labor, sometimes simply as opposition without line. 
In any event, Vargas was news. In the quarter under review, 
Vargas stories were constantly appearing—a pointed statement 
by a restless Vargas that he “was tired of the political instabil- 
ity,” a Labor Party suggestion that the government quit and let 
Vargas take over, a poster campaign that Vargas would return, 
reports that he was forming a new party, reports that he was 
preparing actively to work in the Senate, a clash over the nam- 
ing of a Labor Minister. But Brazilian politics waited on a revo- 
lution, apparently, before it would be worth the attention of the 
reader of the New York Times. 4 public sensation was created 
by the charge made by a prominent general, well known in the 
United States, that the government had actually desired U. S. 
intervention in the presidential campaign. No coverage. There 
were weeks of tension later in the quarter working up, it ap- 
peared, to a showdown on the Sao Paulo political situation, but 
in all the Times carried a rather confused 514 column-inches. 


During the quarter, Brazil drifted into a dismal financial 
crisis. The currency was under pressure as officials tried to 
work themselves out of arrears of some $175 million beyond the 
normal commercial float. American businessmen felt the impact 
of import restrictions which resulted in a 40 percent cut in U. S. 
exports. And the beginning of unfavorable price tendencies 
for some two-fifths of the Brazilian export list made the situa- 
tion extremely delicate and necessitated new “estimates” of the 
Brazilian political and economic situation by everyone inter- 
ested in Brazilian-American relations. Midway through the 
quarter there was a critical news development when a medium- 
sized bank failed. Banks had mushroomed ridiculously in Brazil 
during the war and the presence of many banks which could not 
be expected to withstand any reversal in the highly speculative 
real estate and inventory boom had caused successive urgent 
government steps to strengthen the banking structure. But it 
was still uncertain whether the strengthening had proceeded far 
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enough, and throughout 1947 and 1948 any disturbance in the 
structure was important news. For coverage of the economic 
scene and of the related difficulties that might follow in the train 
of a serious banking crisis, prompt effective reporting was in 
order. It did not take place, as far as the pages of the New York 
Times reveal. 


Perhaps half a billion dollars in potential private investment 
was awaiting proper Brazilian legislation which would admit 
American companies to operate in mining and petroleum ven- 
tures on a sound basis maximizing the benefits to the country 
and promising a fair deal for the investor who assumed the 
risks. The congressional decision on the necessary legislation— 
particularly the petroleum legislation—was deeply enmeshed in 
civilian and military politics. As the nationalists hammered 
away against any suitable legislation that would accelerate the 
economic development of the country under sound conditions, 
the communists decided to stake out a new operational base—to 
make this issue their main operational theme in Brazil. They 
had previously enjoyed a base in the syndical movement and 
another political base in their strength in some areas within 
local governments. Now they decided to operate under cover of 
strong nationalistic sentiment and to link their future with the 
defeat of the petroleum legislation. The successive develop- 
ments in this field were immensely important. The Times 
missed the opportunity to bring out the facts. It carried on 
August 6 almost 4 column-inches on a lecture that one of the 
government economic advisers had delivered on the desirability 
of foreign investment. 


One of the grievous mistakes that the State Department had 
made in its handling of the European Recovery Program had 
been the failure to enlist the support of the Latin American 
nations, particularly such major countries as Brazil, by intimate 
consultation on purposes, ways and means. The Brazilian press 
and government were deeply disturbed in the quarter under re- 
view by persistent reports of the maneuverings of the American 
Ambassador in Buenos Aires on behalf of assistance to Argen- 
tina from ECA, by reports out of Washington regarding the in- 
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terest in Argentine participation, and by the inability to get any 
sort of idea of how Brazil fitted into the pattern of things. 
There were reports in the Brazilian press of the efforts made 
by its trade council to survey availabilities for the Marshall 
Plan, wild speculation as to the amount of assistance which 
Brazil would get, and apparent fear that Washington was ready 
to bail out Argentina and even assist it in regaining its military 
supremacy on the continent, despite the war record of our fight- 
ing ally—Brazil. A newspaper interested in overseas reaction 
to our efforts in European recovery could not help note the con- 
fusion, uncertainty and interest in Brazil. The Times’ reader 
would have had little inkling of the Brazilian reaction if he de- 
pended on the Times. 

The Coverage. In June the New York Times devoted 21 col- 
umn-inches to Brazilian news. Of this, one-fifth was devoted to 
an obituary account of the death of Dr. Aranha’s mother, an- 
other fifth to a dispatch out of Toronto on the intentions of a 
Canadian company to borrow money. for operations in Brazil. 
In New York, the Times learned and reported that a social se- 
curity official of Brazil felt that jobs were plentiful in Brazil 
(334, column-inches). From Rio, it reported (514 inches) that 
Dutra had proposed an anti-inflation program, and that the gov- 
ernor-general of Canada had been entertained at a high level. 


In July there were 18 column-inches of coverage. One story 
was newsworthy and received over one-third of that space: the 
communist leader was reported escaping the country and plan- 
ning revolution. But the reader was ill-prepared from previous 
and current reporting to appraise this development. A Brazil- 
ian businessman and a coloratura soprano were married, an 
agreement with Argentine was set, an embargo on exports 
threatened to paralyze port activity. Late in the month the 
Times used 41% column-inches to report that the Brazilian gov- 
ernment was planning for its participation in a joint U. S.-Bra- 
zilian economic mission which was expected to begin work in 
August. For almost a year after the U. S. Treasury committed 
the U. S. Government to send down a mission, there had been an 
inter-agency squabble in Washington as to the usefulness of such 
a mission, the amount of authority which it might safely be 
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given, the desirability of having it pass on certain projects 
which the Government already was familiar with and on which 
accordingly it might be able to accept a recommendation which 
would meet with approval in Brazil where the public had been 
allowed to think that this was a mission which would accelerate 
the flow of funds into definite projects. For a Washington re- 
porter, there was a good story in this unfortunate handling of 
the Brazilian mission project. But it was not covered. 


In August, Brazilian news was given 86 column-inches. But the 
breakdown of what would have been more than adequate space 
shows an undiscriminating coverage. Some 20 column-inches con- 
sisted of press releases of the Brazilian Trade Bureau on rubber 
export possibilities and on a shift in the trade balance; no at- 
tempt was made to analyze the latter development independ- 
ently and a disproportionate amount of space was devoted to the 
rather minor rubber development.!. In New York, the Times 
learned and reported the special problem that American flour 
exporters were having in Brazil (614 inches) and the dissatis- 
faction with Brazilian restrictions on fruit shipments (414 col- 
umn-inches). From Geneva the Times learned of the Brazilian 
position against export subsidies. In New York, it found that 
a hotel corporation had named a director for its Brazilian opera- 
tions and found ample space to report it (6 column-inches). 
Some 23 column-inches were devoted to the U. S. mission to 
Brazil, but it is significant that the real story on the background 
was still not forthcoming and the reader would still be left 
without an accurate report of what might be expected of the 
mission. In other words, just as the Brazilian press was com- 
pletely confused as to what to expect, the reader in New York 
remained inadequately informed on what was essentially a 
Washington story. About 514 inches of spot news on the Volta 


1 Another Trade Bureau release, 4 column-inches, dealt with the assist- 
ance that was being given labor by social security measures. One can com- 
pare such releases that were carried in the Times with some of the omis- 
sions like the report of the Social Legislation Committee of the Chamber 
of Deputies on the profit-sharing measure in June, which at least had fresh 
news value and had significance for American business interests as well as 
anyone having an interest in social security developments generally. 
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Redonda steel mill was brought in from Brazil, but the statistics 
as published were incorrect and the real news about this major 
war-time memorial to Brazilian-American cooperation which 
had become genuinely newsworthy because of its wide publiciz- 
ing in magazines and newspapers and books over the years failed 
to appear in this note or at other times during the quarter. The - 
remaining space went to the resignation of a radio organization 
official, the freeing of some Italian ships, the opening of a rail 
link, a tribute paid to Ghandi, etc. 


It might be noted that by comparison with the Brazilian cov- 
erage in other major newspapers, the New York Times does not 
come off badly. The New York Herald-Tribune, for instance, 
carried 3 column-inches in June, consisting of items on the ex- 
pulsion of some naval cadets from their school, the death of a 
publisher, and a corporation’s earnings statement for May. In 
July it expanded to almost 9 inches! But this could hardly be 
called coverage of news from Brazil, since it consisted of press 
releases in New York on the trade balance and on the result of a 
coffee conference. In August it used 39 column-inches, of which 
9 consisted of an undiscriminating use of a press release picked 
up in New York, 514 inches on the flour export problem, 414 
inches for an obituary item, 414 column-inches on the unimpor- 
tant opening of a rail link, 10 inches of inadequate coverage on 
the economic mission to Brazil which failed badly on the story, 
with some trivia for the remaining space. 


It might be thought that the difficulty lies in poor apportion- 
ment of space for Brazil as compared with other Latin American 
news, for in the three months the New York Times devoted only 
7 percent of the space devoted to Latin America to Brazil, and 
the New York Herald-Tribune used 5 percent for Brazil of the 
total space devoted to Latin America. But it seems quite clear 
that the availability of space is not the drawback to adequate 
coverage of the Brazilian scene. The New York Times has 
abundant space to devote to an inadequate appraisal of a single 
month’s trade figures. It brings promptly to its readers the fact 
that a cold spell has broken out in Buenos Aires, bringing tem- 
peratures to a six-year low, although conceivably the number of 
its readers to whom this is of significance is very small. A Cen- 
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tral American Congress can meet and take action in many ways 
of interest to American business or the inter-American system 
and yet fail of coverage in the New York papers, only to find 
that its adjournment is reported promptly and effectively. A 
truck blows up in Caracas killing four Venezuelans and is re- 
ported immediately to the readers of the New York Herald- 
Tribune who at best must wonder what made this item news- 
worthy. 


It should be noted too that during the period under review 
there was no trouble with government censorship or other ob- 
struction to bringing out the news freely. Nor is this one of the 
cases, considered by Chancellor Tolley in the address mentioned 
earlier in this article, where newspapers experience difficulties 
in finding out the truth. The issue appears to be one simply of 
effective coverage and effective use of the stories sent up that 
would be even more economical of space than is the present 
coverage. We are not today well informed on the Brazilian 
scene. And for that, the great metropolitan newspapers must 
accept considerable responsibility. 


bedi iieaiin a the 
World Economy, 1850-1914 


2, Sanford A. Mosh’ 


This article, written in the form of an essay, is at once a plea 


for historians to interest themselves in the last one hundred 


years of economic development in Latin America and an analysis 
of the major impulses for economic change in this period. To 
do the latter, it is necessary to outline the world economy of 
the pre-1914 era, and to show how Latin America fitted into that 
international economic structure. These topics will occupy most 
of the essay. But first, by way of introduction, the plea. 


There is little doubt that the economic history of Latin Amer- 
ice has been a neglected field. This is especially true of the na- 
tional period. Much more is known about the colonial economy. 
Some aspects of colonial economic history have been studied in- 
tensively—e.g., Spanish commercial policy, the exploitation of 
native labor, and mining. This does not mean that there is 
nothing to be done in elaborating a rounded picture and under- 
standing of economic life in colonial Latin America. Indeed, the 
concentration of historical research upon certain themes has 
probably given a distorted impression of the colonial economy 
as a whole and of the economic problems of the period. Balance 
needs to be supplied by research on other phases of colonial eco- 
nomic history. Also, much of the historical research relating to 


* This essay is drawn largely from my experience in teaching economic 
history, but it is also a by-product of research made possible by a fellow- 
ship grant from the John Simon Guggenheim Memorial Foundation. 
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colonial times has been based on formal documents, such as 
edicts, ordinances, and plans drawn up by central authorities. 
These are often better as an indication of what someone thought 
should be taking place than as a record of what actually did take 
place, and thus additional distortions of perspective have arisen 
in connection with the colonial economy. 

In spite of such limitations, the economic structure of the 
colonial period in Latin America is far better understood than 
that of the national period. In part, this condition merely re- 
flects a bias that has run through the writing of all phases of 
Latin American history—political and social, as well as eco- 
nomic. As a group, the historians dealing with Latin America 
have shown a decided preference for studying the colonial 
period. This preference is not difficult to detect in reviewing 
the literature in the field, nor is it difficult to appreciate the 
reasons for it. 

The fact that the Spanish colonies broke up into a large num- 
ber of independent governments makes it harder to deal with 
the national period than with the colonial, when centralized au- 
thority gave a large degree of unity to affairs throughout the 
whole area. In the colonial period, too, geographic unity was 
matched by continuity through time. In the republican period, 
on the other hand, turbulence and kaleidoscopic political changes 
make it difficult to find a continuity in development and to ap- 
praise the long-run significance of individual events. The his- 
torian of the colonial period also enjoys an advantage in source 
materials. The documentary sources for colonial history are not 
only voluminous but they have been readily available in a few 
centralized archives. Materials on the national period are by 
no means lacking, but on the whole they have been less satisfac- 
tory for the historian, for reasons which are inherent in the 
political and social structure of Latin America. A sense of 
loyalty to political and family connections has unquestionably 
made its influence felt in the selection of records to be preserved 
and to be made available to scholars. 

The same political and social conditions have also caused 
Latin Americans who write history to turn to the more remote 
past—viz., the colonial period. The limited distribution of 
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higher education has meant that historians, as all scholars in 
Latin American countries, have been recruited from the same 
groups that constitute the upper levels of the social and political 
hierarchy. This situation has been changing considerably in 
recent years, especially in some of the Latin American countries, 
but the heritage of the past is not easily cast aside. Then, too,’ 
the fact that so many of the scholars nowadays must depend 
upon part-time government service to make a livable income has 
some bearing upon the topics they choose for research and 
writing. 


Our understanding of the national period, therefore, in all its 
phases can hardly be called satisfactory. What needs to be 
studied in particular is the way in which institutions have been 
modified and reshaped since independence. It is probable that 
some Latin American institutions which are ordinarily viewed 
as a product of the colonial system will turn out on a closer in- 
spection to bear only a superficial resemblance to institutions 
of colonial times and to be something very different in content. I 
would certainly expect such a revaluation to occur with respect 
to Latin American economic institutions. The commercializa- 
tion of economic life in the nineteenth and twentieth centuries 
has not gone nearly as far in Latin America as in other parts of 
the world such as western Europe and the United States. 
Nevertheless, it has played its part. To cite but one example, 
in penetrating economic life in Latin America since the middle 
of the nineteenth century, commercialization has brought about 
important changes in the heritage of colonial times with respect 
to land ownership and the relations between landowners and 
peasants. 


These observations are in no sense intended to deny the im- 
portance of knowledge about the colonial period. Such knowl- 
edge—and also an understanding of pre-Columbian cultures— 
is basic to an understanding of Latin America. The perspective 
of the historian, however, has given too little weight to what has 


1 The observations in the last paragraph suggest added reasons why his- 
torians in the United States who specialize on Latin America should work 
in the national period rather than in the colonial. 
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taken place since independence. Probably this deficiency has 
been greater in the treatment of Latin America’s economic de- 
velopment than in any other phase of Latin American history.” 
Certainly it has been acute in the economic field. In most of the 
textbooks and other general works on Latin American history 
there is an implicit, if not an explicit, underemphasis upon the 
economic development of the national period. The treatment 
of this subject tends to be fragmentary, sketchy, and lacking in 
generalizations. In all these respects, and usually too in amount 
of space, it falls far short of the treatment accorded the economy 
of colonial times. 


This weakness obviously needs to be overcome if we are to 
have a better balanced and more accurate picture of Latin 
American history. Until it is overcome, too, we are handicapped 
in our understanding of the contemporary economic problems 
and trends of Latin America. Right now a number of countries 
in Latin America are trying to bring about significant changes 
in their economic structure. In doing so, it may truly be said 
that they are writing off the economic heritage of the colonial 
period. But it may be said with equal truth that they are also 
writing off the economic heritage of the late nineteenth and 
early twentieth centuries. 


My purpose in writing this essay is to call attention to certain 
propositions about economic development since the middle of the 
nineteenth century which help to give meaning to the economic 
history of Latin America, and which thereby contribute to the 
understanding and analysis of today’s economic problems in 
Latin America. It is not my intention to give a rounded sketch 
of Latin American economic history in this period, but rather 
to stress certain things which I believe have been inadequately 
appreciated by the historians. It is clear that we need more 
research in this field. But we also need tentative working 
ideas for such research. The pages which follow attempt to 


2A good discussion of the neglect of Latin American economic history of 
the national period is found in Miron Burgin, “Research in Latin American 
Economics and Economic History,” Inter-American Economic Affairs, vol. 
1, no. 3 (December 1947), p. 17ff. 
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suggest such working ideas, insofar as they emerge from the 
world setting in which the economic development of Latin 
America took place after 1850. The discussion does not follow 
the line of a chronological survey. Some changes that occurred 
with the passage of time will be brought out, but the sequence 
of events is less important for the questions we are to deal with ° 
than an appreciation of certain characteristics of the period as 
a whole. 


Technology, Territorial Expansion, and Population Growth 


One of the most striking and important features of the world’s 
economic evolution since the middle years of the nineteenth cen- 
tury is technical progress. Improvements in the equipment and 
in the methods used to produce and distribute commodities for 
human consumption have taken place in all branches of economic 
activity—in manufacturing, in transportation, in communica- 
tion, and in agriculture. Those which have occurred in agri- 
culture have been less spectacular than those in other fields, but 
this fact should not be allowed to obscure the fundamental im- 
portance of improved methods * in making it possible for a given 
amount of human effort to produce a larger amount of farm 
products. 


There is no need to give an inventory of technical progress 
since the middle of the nineteenth century. A few illustrations, 
selected at random, will suffice. In the manufacture of steel, the 
Bessemer and the open-hearth processes effected great improve- 
ments well before 1900. In the late years of the nineteenth 
century automatic machinery was progressively introduced in 
industrial operations, and the factory, especially in the United 
States, increasingly took on the appearance with which we are 
familiar today. Mass production became a reality. Science be- 
came the handmaiden of industry. Applied chemistry, in par- 
ticular, has created new products and wrought true revolutions 
in industrial production. 


3 Seed selection, combating plant diseases, livestock breeding, etc., as well 
as mechanization. 
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In transportation and in communication, also, revolutionary 
changes have taken place since 1850. The railroad and the 
steamship began a new chapter in the annihilation of distance, 
especially in respect to the hauling of bulky and heavy products 
over long distances. These two developments, both of which 
represented an application of steam power to transport, com- 
bined to provide the world with mass transportation as the true 
counterpart of mass production in industry. Finally, we may 
cite the triumph over distance which has been achieved in the 
field of communication by the telegraph, cable, wireless, and 
telephone. 


The few examples given above are illustrations of a whole 
series of inter-related technical developments, the combined 
effect of which has been to revolutionize the productive appara- 
tus which the world knew one hundred years ago. The point 
to be stressed here about this technical progress is that it con- 
tributed to a great increase in productive power. Huge gains 
were scored in the output of all kinds of commodities—in the 
foods and raw materials supplied by agriculture, in the raw 
materials supplied by mineral production, and in the fabricated 
goods supplied by industrial factories. Similarly, a larger vol- 
ume of transport and other services was supplied by the service 
industries. At the same time that the production of goods and 
services was increased, productive effort was made more efficient 
by the new technology. The amount of human labor required to 
produce a given quantity of goods was reduced, and raw ma- 
terials were also used with greater efficiency in the productive 
process. Thus, both human and natural resources were em- 
ployed more effectively. Real costs of production, to use the 
language of the economist, were lowered by the improvements 
in technology. 


The technical progress with which we have dealt in the pre- 
ceding paragraphs was not an isolated, independent develop- 
ment. It contributed substantially to the world’s economic ad- 
vance after 1850. But it was not alone in this, for other condi- 
tions also exerted an important influence in the same direction. 
Technical improvement, as each of the other conditions, was 
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partly a cause and partly a result of the broader current of eco- 
nomic progress. Between 1850 and 1914 this current ran very 
fast indeed. 


In this period of more than half a century prior to the out- 
break of the First World War, another greater source of eco- . 
nomic stimulus was territorial expansion. New areas became 
linked to the economy of western Europe, and in the process an 
entirely new world economy was fashioned. The opening of new 
areas took a variety of forms. One of the most striking and 
significant cases was the settlement and economic development 
of the interior of the United States, which made the virgin grass- 
lands of the Mississippi Valley a principal source of cheap food 
for European consumption. Other grasslands, such as those of 
Argentina, Australia, and Canada were also newly colonized and 
developed as suppliers of agricultural products for Europe in 
the late years of the nineteenth century and early years of the 
twentieth. In still other cases, areas long before settled, such as 
southern Russia and India, expanded their production of grain 
for export as the cheap and regular transportation provided by 
the railroad and the steamship made it possible for them to reach 
distant markets with ease. Even without new colonization 
these regions helped to bring about an expanding economic 
horizon. 


In large part, the territorial expansion of the period 1850- 
1914 consisted of the opening of continental interiors outside of 
Europe. This process did not always involve new settlement, as 
we have noted above. And even where new settlement occurred, 
it did not always involve large numbers of persons or even per- 
manent occupation. The exploitation of new mineral resources 
was often achieved by a handful of men in a mining camp or sim- 
ilar outpost, located in an otherwise uninhabited region and 
connected with markets and supply sources by a single thread 
of transport running to the nearest seaport. Large settlement 
was unnecessary. Furthermore, mining camps were often aban- 
doned because resources played out. Such lack of permanence 
in settlement has been even more common in the exploitation of 
timber resources than in minerals. 
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The true significance of the territorial expansion we have been 
dealing with is not found in the factor of settlement, but rather 
in the exploitation of new and highly productive natural re- 
sources—soils, minerals,‘ and forests. The economic resources 
of the world were greatly expanded. Moreover, the new addi- 
tions were important because of their quality as well as their 
quantity. Thus, like technical improvements, they contributed 
to a reduction in real costs of production of basic articles of con- 
sumption—of staple items of diet, of fuel, of fabricated goods, 
etc. 


Still another broad force making for economic advance after 
the middle of the nineteenth century was a great increase in pop- 
ulation. It is estimated that in 1850 the world contained 1.2 
billion inhabitants. The increase thereafter brought the total 
to an estimated 1.6 billion in 1900, and by 1940 it is calculated 
that a figure of 2.2 billion was attained. Roughly, it appears 
that the world’s population has doubled in the last hundred 
years. This multiplication of consumers and of human produc- 
tive power contributed to the great expansion in world output 
of goods and services after the middle of the nineteenth cen- 
tury. More people had to be fed and clothed and housed, while 
on the other side, more people meant more labor for productive 
effort. Investment was stimulated by population growth, with 
cumulative effects on economic development as a whole. Fur- 
thermore, all the readjustments brought about by technical prog- 
ress and areal expansion, such as shifts in rates of development 
in different industries or in different areas, were made easier by 
the growth of population. The difficulties of adjusting to new 
conditions were ameliorated by the rapid increase in population, 
and the whole process of change was made more orderly. The 
world economy was made more flexible, as well as more ex- 
pansive. 


4The opening of gold fields, such as in California, Australia, South 
Africa, and the Yukon, were particularly important because of the effect 
of gold on the money supply. 





ont 


on, 
‘he 


outh 
ffect 


—_——~— 
—e 


LATIN AMERICA AND WORLD ECONOMY 61 


The World Economy 

Thus far we have considered the stimulating effects of tech- 
nical progress, of the opening of new resources, and of popula- 
tion growth. In addition, certain conditions of an institutional 
character were important in promoting economic development in 
the period 1850-1914. Like the other factors we have already . 
discussed, they were not independent conditions. Each condi- 
tion contributed to the world’s economic development during the 
period. But each condition depended upon all the other factors 
—indeed, upon a happy combination of all factors.5 


Three institutional conditions were fundamental to the world 
economy of the pre-1914 era. These were: (1) freedom for in- 
ternational trade; (2) freedom for the migration of people; 
(3) a flow of capital from the countries of western Europe to 
the less developed parts of the world. None of these conditions 
was absolute. They have to be understood in a relative sense, as 
will be brought out in the following discussion. Moreover, it 
should be stressed that the three basic conditions apply to the 
period from the middle of the nineteenth century to 1914. They 
do not apply to the years subsequent to World War I. 


In the middle years of the nineteenth century, say between 
1845 and 1875, there was a distinct tendency toward the lower- 
ing of trade barriers. Many European countries reduced their 
tariffs. The United States, too, was influenced by this movement 
toward freer trade in the earlier part of this period. England 
by 1860 had done away with all customs duties of a protective 
character and was thus on a completely free-trade basis. No 


5 Any discussion relating to the nature and functioning of the pre-1914 
world economy must be considered tentative, inasmuch as neither economic 
historians nor others have yet developed a satisfactory, rounded explana- 
tion of how it functioned. It is indeed curious that this should be the case, 
in view of the widespread interest in recent years in the “breakdown of 
world economy” and in the “rebuilding of world economy.” What is meant 
in both cases is the whole pattern of international economic relations of 
the period 1850-1914. The mechanics of the breakdown are well known. 
But the question of how the system functioned before it broke down (and, 
therefore, the collateral question of why it did not break down earlier) has 
not yet been answered except in a tentative way. 
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other country went so far, but the aggregate effect of what they 
achieved was great. In the mid-nineteenth century the world 
attained the greatest degree of freedom in international trade 
that it has ever known. Later, as earlier, the barriers to trade 
among nations were higher than they were in the quarter-cen- 
tury or so after 1845. 

Around 1875 a revival of protectionism set in, and from then 
on to 1914 there was an upward bent in tariffs. England was 
the exception in this new trend, for she maintained her free- 
trade policy all during the period. (Parenthetically, it might be 
observed that even in England after about 1900 staunch advo- 
cates of a return to protective tariffs were not lacking.) With- 
out minimizing the increases in protection accomplished after 
1875 by the United States, by a number of continental European 
countries, and by the self-governing British possessions, it is 
nevertheless true that the trade barriers of that period were 
mild compared to what the world came to know after the First 
World War. To some extent, the higher duties written into 
tariff laws were ameliorated by commercial treaties containing 
the most-favored-nation clause. It is true that this clause was 
sometimes used improperly. Nevertheless, it must be given 
credit for achieving a reduction in the actual amount of protec- 
tion while allowing a nation to preserve the principle of protec- 
tion. In addition, it made for equality of treatment among 
countries, thus reducing the chances of international economic 
warfare. 

Moreover, the new barriers to international trade which coun- 
tries erected after 1875 were relatively stable. The levels of pro- 
tection were not changed frequently, but rather tended to remain 
constant for several years. The major obstacles to international 
trade were in the form of tariffs, and overhauling a tariff struc- 
ture was such a large and complex undertaking that no country 
could do it very often. Added stability to tariff rates was given 
by the commercial treaties among the principal trading nations. 
The fact that other kinds of trade barriers, although not entirely 
lacking (e.g., discriminatory railroad rates), were uncommon is 
also important in this connection, for they are much more flex- 
ible than tariffs with respect to frequency and amount of change. 
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The upward trend in protectionism before 1914, therefore, 
was modest enough and stable enough and non-discriminatory 
enough to permit international trade to flourish. It is estimated 
that the physical volume of world trade increased roughly three- 
fold in the period 1875-1914. New areas became integrated into 
the world trading system, thus adding to the amount of trade, 
while the older countries within the system increased their ex- 
ports and imports. Paralleling this expansion in the amount of 
international commerce was an expansion in the range of com- 
modities entering into world trade, as modern technology and 
the opening of new resources created new wares or made it eco- 
nomical to haul bulky and perishable goods over long distances. 
World commerce became more complex at the same time that it 
grew in volume. 


We have just spoken of a world trading system. The coun- 
tries of the world did in fact make up such a system, although 
it was not arrived at by design. It developed on its own, in the 
favorable conditions of the late nineteenth century. It is pos- 
sible to speak of a system because the trade between any two 
countries was related to their trade with all other countries. 
Trade among nations was multi-lateral in character. If Coun- 
try A exported less to Country B than it imported from B, it 
made up the difference by an excess of exports to countries C, D, 
etc. Actually, the system involved more than just trade in com- 
modities. It involved international transactions in services (e.g., 
shipping, insurance, etc.), and, even more important, interna- 
tional transactions in finance. The export of capital and the 
transfer of earnings on capital invested abroad, particularly as 
these relate to England, were of the utmost importance for the 
functioning of the whole system. 


To illustrate how the system worked, we may quote the fol- 
lowing from Folke Hilgerdt, the economist who has done such 


excellent pioneering work in analyzing the nature and develop- 
ment of multilateral trade: 


. . . Germany paid for her net imports from overseas by a 
net export to the rest of Europe. ... Other countries of 
Continental Europe, and particularly northwestern Europe 
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financed their net imports from Germany and from over- 
seas in part by interest and dividends on overseas invest- 
ments, but in part by net exports to the United Kingdom, 
which was the principal market for French fashion textile 
products, Danish bacon and butter, Swedish paper and tim- 
ber, etc. It was in the form of such goods that the United 
Kingdom collected a large portion of the yield of her invest- 
ments outside Europe and her income from shipping in 
overseas traffic.® 


The second of the three institutional conditions fundamental 
to the world economy before World War I was freedom for inter- 
national migration of people. The nineteenth century and the 
early years of the twentieth witnessed mass migration on a 
scale unprecedented in world history (and which possibly will 
never again be equalled). Apart from the great number of 
people involved, this migration was largely an overseas, inter- 
continental movement. Moreover, it consisted mostly of an emi- 
gration from the continent of Europe. From 1846 to 1932 it is 
calculated that around 60 million persons migrated from one 
continent to another. Less than 5 per cent of these migrants 
were non-Europeans. On the other side, the principal countries 
of immigration were the United States, Argentina, Canada, 
Brazil, Australia, Cuba, South Africa, Uruguay, and New Zea- 
land. The United States alone took 33 million immigrants be- 
tween 1821 and 1924; not all of these immigrants remained here 
permanently, but it is estimated that only about 30 per cent of 
the total returned to their native lands to live. 


The mass migration of Europeans before 1914 was a volun- 
tary movement. Government control of emigration and immi- 
gration existed only in a marginal sense after the middle of the 
nineteenth century. Not only were persons free to leave their 
native countries but they could migrate to almost any country 
they chose without restriction. Legal barriers to immigration 
virtually did not exist. At the same time, cheap steerage trans- 
portation reduced the economic barrier, so that even poor peas- 


6 Folke Hilgerdt, “The Case for Multilateral Trade,” American Economic 
Review, vol. 33, no. 1, Supplement (March 1943), p. 396. 
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ants from eastern and southern Europe were able to migrate to 
America. 


There are many sides to this story which cannot be dealt with 
here. What needs to be stressed here is that the mass migra- 
tion of Europeans contributed both to the development of over- | 
seas lands and to the amelioration of the economic readjustments 
forced upon European countries by the development of other 
countries. The newer countries were enriched economically as 
well as culturally by immigration. Immigrants brought with 
them their knowledge and their skills. They added to the labor 
supply in areas, such as the United States, where labor was 
scarce in relation to the resources and to the pace of develop- 
ment. In this connection, it is also worth noting that compara- 
tively large numbers of immigrants were persons in the most 
productive age groups, since older people were less inclined to 
undergo the physical and psychic pains of migrating and setting 
up new homes abroad. 


But the economic advantage of mass migration, as we have 
noted above, was not confined to the countries of immigration. 
Europe necessarily had to go through a transition as overseas 
areas took new paths of development. The transition took many 
forms, differing from country to country, but in many cases, if 
not in all, the opportunity for European countries to export peo- 
ple greatly reduced the pains of readjustment. Emigration was 
a true safety-valve for Europe. This is particularly true of 
European agriculture, and we may draw upon this experience 
to illustrate the point. 


In the latter years of the nineteenth century, grain producers 
in eastern and southern Europe began to feel the weight of com- 
petition from the opening of new territories. The combination 
of cultivating virgin lands and cheap transportation made it pos- 
sible for grain produced in the United States, Argentina, Can- 
ada, and Australia to undersell European grain in its own mar- 
kets. Polish and Hungarian producers were hit especially hard 
by this competition, for they had been exporters of grain to 
deficiency areas in western Europe. Protective tariffs, which 
to some extent were used as a defensive measure in several 
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countries, were of no use in competing for export markets. The 
solution was found in emigration, with a large fraction of the 
emigrants moving to the United States. From the American 
standpoint, this development took the form of what has been 
called the “new immigration.” Before about 1890 most of 
America’s immigrants came from the United Kingdom and 
Germany, but after that date (approximately) there was a much 
larger influx of immigrants from Austria-Hungary, Russia, and 
Italy. 


What appeared as the “new immigration” from the American 
point of view, therefore, was a readjustment in European agri- 
culture by which agrarian distress was alleviated through emi- 
gration. In thus relieving social and economic tensions in 
Europe, emigration kept down the incentive to adopt nationalis- 
tic economic policies which would have weakened and perhaps 
even destroyed the international economy. It is principally for 
this reason that freedom of migration is held to be a basic con- 
dition for the pre-1914 world economy. 


The third institutional condition for the pre-1914 world 
economy was international mobility of capital. For the most 
part, this meant a large and relatively continuous flow of capital 
from western Europe to other continental areas. England, in 
particular, was the great supplier of capital for overseas invest- 
ment in the nineteenth and early twentieth centuries. Not all 
of the effects of this movement of capital were benign. Indeed, 
there were many ways in which disadvantages arose, especially 
in the countries which imported the capital — disadvantages 
which might properly have been a greater cause for concern 
in those days than they actually seem to have been. Neverthe- 
less, there is a large item to be recorded on the other side of the 
ledger. Substantial benefits were derived by both capital-ex- 


porting and capital-importing countries, and by third countries 
as well. 


The most direct advantages were found in the opening up and 
development of resources. The exploitation of mineral deposits 
all over the world was in very large part made possible by for- 
eign capital. Even more striking was the role of foreign invest- 








rid 
ost 
ital 
in 
est- 
all 
sed, 
ally 
ges 
ern 
the- 
the 
-eXx- 
ries 


and 
osits 
for- 








LATIN AMERICA AND WORLD ECONOMY 67 





ment in the building of railways. A large fraction of the rail- 
roads of the world—including those of the United States and of 
continental Europe—were built by English capital. We have 
already observed how important the building of railways was 
in making it worth while to exploit new resources in hitherto 
undeveloped regions. Foreign capital was also important in the © 
development of harbor facilities outside of Europe, and in set- 
ting up and operating public utilities such as power companies, 
water works, street car systems, telephone lines, and telegraph 
concerns. Loans made to governments were often used for sim- 
ilar purposes, including railroad construction, and in this way 
additional sums of European capital were indirectly invested in 
overseas development. On the side of direct investment, in addi- 
tion to what has already been mentioned, substantial amounts of 
foreign capital went into agricultural production in some areas 
where plantations were organized to supply specialty products 
for world markets (e.g., rubber). 

By making possible developments in countries where native 
capital was insufficient to undertake many ventures, or where 
it failed to come forth to do so, international investment did 
much to bring about the rise in world production trends. It was 
also a great stimulus to world trade. As a matter of fact, Eng- 
land herself was a large market for the exports of the countries 
to which British capital made its way, since the fields in which 
the capital was invested tended to increase the output of the 
products which England stood ready to consume. The effects 
on trade, however, were not confined to the relations between 
debtor and creditor countries, but were multilateral in char- 
acter. Not only was trade all over the world increased by inter- 
national investment, but, as we have already pointed out, the 
outward flow of capital from England and the return flow of 
earnings were of the utmost importance in maintaining the 
whole multilateral trading pattern of pre-1914 days. It is also 
clear that international investment acted as a powerful stimulus 
to the migration of people, by promoting economic development 
which acted as a magnet for immigrants. 

Since all factors making up the world economy before 1914 
were inter-dependent, it is obvious that the volume of interna- 
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tional investment was a result as well as a cause of the expan- 
sion in international trade and of the large human migrations. 
In addition, in explaining why both capital and goods moved so 
freely about the earth in that period, two other conditions are 
usually emphasized—(1) absence of major wars, and (2) the 
international gold standard. The hundred years between Water- 
loo and Sarajevo were comparatively peaceful. True, hostilities 
were not entirely lacking, but at least there were no major wars 
to interfere with economic relations among countries. Inter- 
nally, too, countries were largely free from the disrupting con- 
sequences of conducting a war effort. This was especially im- 
portant in connection with financial affairs. A major war in- 
evitably creates internal financial strains which react unfavor- 
ably upon the flow of trade and capital between countries. 


The international gold standard played its part by supplying 
fixed exchange rates. One source of risk in international trade 
and foreign investment was reduced almost to the vanishing 
point, thus stimulating a larger volume of transactions in both 
fields. There is no doubt that the flow of commodities and cap- 
ital between nations was promoted by the international gold 
standard as it functioned before World War I. However, the 
smooth functioning of the international gold standard before 
1914 depended as much upon these other factors as they de- 
pended upon it. Indeed, it was probably more a result than a 
cause of other conditions, including the structure and function- 
ing of the London money market. 


To summarize, the years from about 1850 to 1914 were years 
of great economic advance on a world-wide scale. Technical 
improvements, territorial expansion, and population growth 
were fundamental forces in making this expansion possible. 
Also, certain institutional conditions strongly favored expan- 
sion by creating a smoothly functioning international economic 
order in which goods, people, and capital moved freely about 
the earth. This was the world setting which directed the Latin 
American countries to new paths of economic development and 
which shaped new patterns of economic specialization. 
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Economic Specialization in Latin America 


To show how the world setting of the years 1850-1914 influ- 
enced economic development in Latin America, we may refer to 
the economic experience of Argentina. In the middle of the 
nineteenth century the pulse of economic life in Argentina was 
faint indeed. The great pampa region was given over mainly 
to the hunting of wild cattle, as it had been in earlier times, an 
activity that cannot properly be called stockraising. No effort 
was made to improve the breeds of stock. Cattle were hunted 
and slaughtered mostly for their hides, the principal product 
which could be shipped to export markets. Some tallow was also 
exported, and a certain amount of salt beef was shipped to the 
West Indies and Brazil. Economically and technically the 
sheepraising industry was more advanced than cattle produc- 
tion, and wool exports were on the increase. Corn and wheat 
were raised, but for domestic consumption rather than for ex- 
port. Actually Argentina found it necessary to import wheat 
and flour regularly to meet her requirements. The economy of 
Argentina around the middle of the nineteenth century was pic- 
turesque, but it was hardly productive. 


About 1880, however, the pace of economic life began to 
quicken, and thereafter Argentina underwent a rapid economic 
transition. Within a generation the economy of Argentina was 
completely transformed. Possibly the most striking feature of 
this change was an expansion in grain production and the emer- 
gence of Argentina as a major supplier of grain for world 
markets. In 1870 the total cultivated acreage in Argentina 
amounted to only about one million acres. By 1895 over 12 mil- 
lion acres were under cultivation, and by 1914 an additional five- 
fold increase had brought the total to approximately 63 million. 
Lands formerly idle or used as pasturage were converted to the 
tillage of wheat, corn, alfalfa, and flax. 


Argentina’s exports reflected these new trends in crop acre- 
age and production. In the 1880’s wheat exports averaged less 
than 100,000 tons per year, but in the following decade the an- 
nual average was in the neighborhood of 1,000,000 tons. When 
the First World War broke out, Argentina was exporting ap- 
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proximately 2,500,000 tons of wheat each year. In the exporta- 
tion of corn even greater gains were made in the years just prior 
to the war. The increased production of flax led to an expansion 
in linseed exports which rivaled that of corn in percentage terms. 
Alfalfa, of course, was exported in the form of livestock 
products. 


In the same period Argentina’s livestock industry assumed an 
entirely new character. Successful experiments with refrig- 
erated shipping in the last quarter of the nineteenth century led 
to the establishment of freezing plants (frigorificos) in Argen- 
tina to prepare meat for shipment to expanding overseas mar- 
kets. A demand was thus created for better grades of meat 
than could be provided by the wild and semi-wild cattle of the 
pampas. Improved breeds were imported, such as Shorthorns 
and Herefords from Great Britain, and mixed with the native 
stock. A true stockraising industry was developed. To main- 
tain the new improved breeds called for care and vigilance, and 
thus it became common to fence in ranches rather than to graze 
cattle on the open range. Further enclosures were made neces- 
sary by an intermingling of crop lands and grazing lands, such 
as arose in connection with the raising of alfalfa on the cattle 
ranches (estancias). Much of the cultivation of crop lands on 
the ranch was carried out by tenants. Tenancy had been known 
earlier in Argentina, but it was unimportant until the high tide 
of immigration began to run in the late years of the nineteenth 
century. Immigrants and their descendants became the nucleus 
of a permanent class of tenant farmers, and new types of share- 
cropping and other rental arrangements were worked out. In 
scope and nature, tenancy in Argentina in 1914 was a very dif- 
ferent institution from the tenancy of 60 years earlier. 


Perhaps all these changes in cattle-raising can be summed up 
by saying that a new industry was created, new types of land 
use appeared, and new kinds of landowner-tenant relations were 
fashioned. 


We have already observed that a new meat-processing indus- 
try was also created in Argentina with the advent of the frigor- 
ificos. This industry expanded rapidly after 1900. Exports of 
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frozen beef rose from about 25,000 tons in 1900 to over 365,000 
tons (frozen and chilled beef combined) in 1914. Although the 
number of frigorificos was not increased greatly, the plants were 
expanded in size and capacity, and production was rationalized 
and standardized. In the year just prior to 1914, also, the 
frigorificos were diversifying their output by expanding the pro- - 
duction and exportation of canned meat. 


Of strategic importance in the expansion of crop and livestock 
production, and in the development of the meat-processing in- 
dustry, was the building of railways. In 1860 Argentina had 
only about 25 miles of railroads. Annual increases occurred 
thereafter, but it was not until about 1885 that construction was 
undertaken actively. Between 1885 and 1914 Argentina in- 
creased its railway mileage from 2,800 to 21,000. By 1914 most 
of the trunk lines across the pampa had been completed and a 
true network of feeder and branch lines had been created. In 
reaching into the interior, the railroads were typically built 
when settlement was still sparse, and thus they were a vital force 
in stimulating internal colonization. Obviously, too, the ex- 
panded production of wheat, corn, and meat for overseas mar- 
kets would have been impossible without the development of a 
railroad network to haul these products to Rosario, Buenos 
Aires, and other seaports. 


The preceding paragraphs have brought out the main lines of 
development in Argentina in the generation prior to the First 
World War. Figures could be cited to show advances in other 
branches of the economy, such as internal trade, banking opera- 
tions, and public finance, but we need not pause to do so here. 
For our purpose it is sufficient to point out that levels of per- 
formance all through the economy were raised as Argentina be- 
came a vital factor in the world’s trade in food products. 


What needs to be stressed is that the true historical perspec- 
tive for Argentina’s economic transformation is the pattern of 
world economic development after the middle of the nineteenth 
century. It is no exaggeration to say that the new Argentine 
economy was a product of (1) technical advances in manufac- 
ture and in transportation which originated in the industrialized 
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countries, and (2) a workable international economy char- 
acterized by relatively great freedom for trade, extensive migra- 
tions of people, and a large volume of international investment. 

On the technical side, one of the most decisive developments 
for Argentina was the invention of barbed wire in the United 
States in the early 1870’s. Imported into the pampa country, 
barbed wire provided an effective fencing material for enclosing 
improved breeds of livestock. It was important, therefore, in 
grading up the quality of Argentine beef. Also, the barbed wire 
fence made it possible to combine crop-raising with grazing in 
the pampa region, and thus it played its part in the expansion of 
output of wheat, corn, and alfalfa. In the meat-processing in- 
dustry, the critically important methods of refrigeration were 
introduced from abroad, and other technical improvements of 
substantial influence came in with the American companies that 
started to operate in 1908. In transportation, the railroad, the 
steamship, and refrigerated shipping were technical develop- 
ments of strategic importance for revolutionizing the Argentine 
economy. 

These technical developments, and others which might be men- 
tioned, could not have exerted the influence they did had it not 
been for the existence of an international economy. The great 
agricultural production of Argentina—wheat, corn, linseed, and 
meat—was destined for export markets in the United Kingdom 
and other industrialized countries of western Europe. Only a 
small fraction of the output of meat was consumed in Argentina 
itself. In 1914, for example, about one-eighth of the meat 
slaughtered was used for domestic consumption. For linseed, 
the Argentine market was negligible, and almost the whole out- 
put was shipped abroad. For wheat and corn the home market 
was relatively larger, but it hardly took over a third of the 
annual production in the years prior to 1914. Clearly the bulk 
of Argentina’s productive effort, especially if one takes account 
of transport and other services connected with exportation, was 
directed toward foreign markets. Thus the Argentine economy 
was part of the larger framework of international trade. 

The Argentine economy also benefited from immigration. 
Apart from the United States, which was in a class by itself, 
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Argentina was one of the principal absorbers of European emi- 
grants before the First World War. Immigration began to reach 
significant proportions in the 1880’s, building up to a peak of 
260,000 in the year 1889. This was followed by a sharp drop, 
but by 1896 immigration had recovered to the average levels of 
the 80’s. The upward trend continued, and by 1906 the peak of - 
1889 had been surpassed. In 1912 almost 380,000 immigrants 
were recorded. 


It is true that not all of these immigrants settled permanently 
in Argentina. On the basis of emigration figures compiled by 
the Argentine government it is estimated that roughly 45 per 
cent of the immigrants returned to their native lands.? But 
even the temporary immigrants made their contribution to Ar- 
gentina’s economic expansion. Indeed, many of the Italians, 
who together with Spaniards comprised the majority of the 
immigrants, were seasonal workers who came each year to Ar- 
gentina to do harvesting. They met a peak requirement without 
putting a strain on the Argentine economy during the remainder 
of the year. The movements of these immigrants, who were 
known as golondrinas (swallows), are a striking illustration of 
the interconnections and flexibility of the international economic 
order of pre-1914 times. 


The annual cycle of migration began in October and Novem- 
ber, when the seasonal laborers left their homes in Italy. Cheap 
steerage transportation brought them to Argentina where most 
of them first found employment in harvesting flax and wheat in 
the northern part of the pampa country. Thereafter they fol- 
lowed the course of harvesting to the south, moving much of 
the time on foot. By February they had begun to work in the 
harvesting of corn. When this task was finished in April the 
golondrinas returned to Italy in time to participate in the spring 
planting. It is, of course, impossible to know how much ex- 
pansion of crop acreage in Argentina was made possible by 
these migratory workers. Nevertheless, those who have studied 
Argentine agricultural development are unanimous in saying 


7 Compare with the estimate of 30 per cent for the United States, cited 
earlier. 
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that the expansion of acreage and output would have been much 
less rapid than it was prior to the First World War if the golon- 
drinas had not been available.® 


Foreign capital also played a prominent part in the economic 
development of pre-1914 Argentina. Most of the railroads were 
built by British capital and operated by British companies. In 
1914 over 70 per cent of the railway mileage in Argentina was 
owned and operated by British concerns. Other public utilities, 
such as streetcar systems and gas plants, were also largely Brit- 
ish-owned, although appreciable amounts of German, French, 
and Italian capital were invested in such enterprises. The Ar- 
gentine government, and provincial and municipal governments 
as well, were large borrowers of foreign funds. Here, again, 
Great Britain was the principal source. Not all of this borrow- 
ing, of course, was used for purposes directly relating to Ar- 
gentina’s economic development, but some of it went into the 
construction of public works which contributed to an expansion 
in production. 


Foreign capital was also a major factor in the development 
of Argentina’s meat-processing industry. The first frigorificos 
were established by British capital with a certain amount of 
Argentine participation. British investment was dominant in 
this industry until 1908, when one of the larger American pack- 
ing houses entered the Argentine industry. Three other Amer- 
ican packers soon followed suit, and by 1914 American invest- 
ment was an important feature in the meat-processing industry. 
This was the only sphere in which American capital was sig- 
nificant in Argentina before the First World War. 

Precise estimates of international investment for the period 
before World War I are hard to come by. All such estimates, 
however, must be considered subject to a wide margin of error. 
Nevertheless, some idea of the order of magnitude involved can 
be gained from the following figures reported by American con- 
sular representatives in Buenos Aires. By 1913, British invest- 
ments in Argentina were valued at $1,551 million; French, $771 


8 Wheat Studies of the Food Research Institute (Stanford University), 
vol. 10, no. 8-9, p. 298. 
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million; German, $298 million; Belgian, $180 million; Spanish, 
$80 million; American, $20 million.? These foreign investments 
in Argentina at the time, aggregated $2.9 billion. Without the 
inflow of this foreign capital during the preceding 25 to 30 years, 
Argentina could not possibly have attained the economy it had 
at the time of the First World War. 


The influence of the pre-1914 world economy in shaping eco- 
nomic development in Latin America is probably shown more 
clearly in Argentina than in any of the other republics. The 
influence, however, was pervasive, and in most countries it was 
strongly felt. The pattern of economic specialization in Latin 
America in 1914 (and, therefore, today) was very different from 
that of 1850. Some of the differences were clear-cut differences 
in kind. Others represented changes in degree, but of such large 
degree that they also amounted to changes in kind. 


To illustrate this last proposition we may refer to copper pro- 
duction. Numerous copper deposits in Latin America were 
worked in the colonial period, and even in pre-Columbian times. 
Some expansion took place after 1800, but it was not until the 
latter part of the nineteenth century that the output of copper 
reached substantial amounts. The decisive factor was the growth 
of the electrical industry. Prior to the development of this in- 
dustry, copper was used principally for ornamentation, kitchen 
utensils, and ship’s bottoms. The widespread use of electricity 
created new, large demands for copper in power transmission, 
telegraph and telephone lines, electric motors, etc. All over the 
world new levels of production were attained after the middle 
of the nineteenth century. The world as a whole produced five 
times more copper in the last 25 years of the century than it had 
in the first 50. In South America, Chile and the other copper- 
producing countries produced about ten times as much copper in 
the last half of the century as they had in the first half.!° 


® United States Federal Trade Commission, Report on Cooperation in 
American Export Trade, Part II (Washington, 1916), pp. 179-180. 

10 These figures relating to copper production are based on data in United 
States Bureau of Mines, Economic Paper 1, Summarized Data of Copper 
Production (Washington, 1928). 
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It should also be observed that the exploitation of Latin 
American copper resources since the middle of the nineteenth 
century has been carried out mostly by foreign capital. Most 
of the copper mines of Latin America have been operated by 
American companies. Much American capital, too, has gone into 
silver-mining in Latin America during the same period. Thus, 
although silver-mining was an important industry in earlier 
tmes, it has assumed new characteristics in the last 100 years. 
Moreover, the amount of silver production has been carried to 
entirely new levels. Mexico, the world’s leader in silver pro- 
duction, is estimated to have produced about 2 billion ounces 
from the beginning of the colonial period to 1850, a span of more 
than 300 years. In the 65 years from 1851 to 1915 Mexico pro- 
duced 2.2 billion ounces of silver.” 


In agricultural production, as in mining, new kinds of spe- 
cialization emerged in Latin America in the late nineteenth and 
early twentieth centuries. The commercial production of bana- 
nas in Middle America did not begin to assume importance until 
about 1870. Shortly after 1900 the introduction of refrigerated 
shipping into the banana trade provided a great stimulus to the 
industry. The principal market for bananas was the United 
States, and the capital which developed the production and 
traffic in bananas was almost exclusively American. 


The cultivation of coffee in the Caribbean region began as 
early as the first part of the eighteenth century, but it was not 
until the late years of the nineteenth that it assumed importance. 
After 1875, too, a shift occurred in the center of coffee produc- 
tion within the region. Leadership passed from the islands to 
the north coast of South America and the Pacific Coast of Cen- 
tral America, the two areas where it has remained to the present 
day. 


The world’s greatest coffee-producing country is Brazil. Here, 
again, we find a development mainly of the period after 1875. 
Not that coffee production was unknown in Brazil before that 


11 Data from United States Bureau of Mines, Economic Paper 8, Sum- 
marized Data of Silver Production (Washington, 19380). 
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time. Actually, production and exports were increasing stead- 
ily before 1875, and Brazil had come to account for about one- 
half of world coffee production in that year, whereas 50 years 
before she had produced less than one-fifth of the world’s sup- 
ply.1* But it was in the last quarter of the nineteenth century 
that the industry mushroomed. By 1900 Brazil’s exports of ° 
coffee were about three times as large as they had been in 1875, 
and they continued to mount in the early years of this century. 
Brazil also improved her relative position in world coffee pro- 
duction after 1875. In the year 1895-1899 Brazil produced two- 
thirds of the world’s coffee supply, and in the following five-year 
period she accounted for as much as three-fourths of the world 
total. 


The great expansion in Brazilian coffee acreage and produc- 
tion took place in the province of Sao Paulo. To this province 
came large numbers of immigrants, especially from Italy. By 
1875 Negro slavery was dying out in Brazil, and it was finally 
abolished in 1888. Italian immigrants became a principal source 
of labor for the coffee growers, who, through their own associa- 
tions and through the provincial government, did much to en- 
courage immigration. Advertising campaigns were conducted 
in Italy, and free transportation was provided from Italy to Sao 
Paulo. In 1875 there were very few Italians in Sao Paulo. From 
1875 to 1886 about 21,000 arrived, and in the years which fol- 
lowed the flow of Italian immigrants became even larger. From 
1887 to 1906 more than 800,000 entered the province of Sao 
Paulo.* Although these Italian immigrants were not the sole 
source of labor for coffee-raising, they were in a majority and 
it is extremely unlikely that Brazil could have achieved its great 
expansion in coffee production without their work. 


The foregoing observations on certain Latin American min- 
eral and agricultural products have been offered as illustrations 
of the importance of the changes which took place after the 


12 See estimates in J. F. Normano, Brazil: A Study of Economic Types 
(Chapel Hill, 1935), p. 40. 

13 Robert F. Foerster, The Italian Emigration of Our Times (Cambridge, 
1924), p. 287. 
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middle of the nineteenth century—changes which originated 
mainly in the world economy of the period. Although pertinent 
data are not always easy to come by, similar patterns of devel- 
opment can be traced for commodities other than those which 
have been cited. The development of petroleum production in 
Latin America, as elsewhere, has been essentially confined to 
the present century. The commercial production of sugar and 
cotton in Peru, two important items in Peruvian exports nowa- 
days, goes back only to the end of the nineteenth century. The 
same dating applies to tin mining in Bolivia. Nitrate production 
in South America has a somewhat longer commercial history, 
but it, too, must be regarded as a development of the period 
since 1880. 

Specialization and Standards of Living 

This essay has dealt with the world economy of the period 
1850-1914 and with its effects on the economic development of 
Latin America. These effects were in many ways salutary. 
Certainly the world economy provided the main stimulus for 
commercial production. However, it should not be inferred that 
the economic picture in Latin America was a wholly benign one 
in that period. To guard against such an impression, and also to 
suggest internal factors which need to be stressed in analyzing 
Latin American economic experience, we must refine further 
our understanding of the position and function of such countries 
in the world economy. The discussion which follows is couched 
in general terms, to apply to all the “colonial economies” of the 
world. Except where specific reservations are made, however, 
all the generalizations can be taken to apply to the republics of 
Latin America. 

Within the world economy as it evolved between 1850 and 
1914, individual countries performed different economic func- 
tions. Regional and international specialization advanced very 
far. In detail, this specialization made up a complex picture. 
Viewed broadly, however, it consisted of a division of labor be- 
tween industrialized nations, on the one hand, and non-indus- 
trialized countries on the other. The latter are usually referred 
to as the “colonial economies.” At the time the First World 
War broke out, western and central Europe together with the 
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United States and Canada made up the industrialized group. 
In the countries of this group were concentrated the world’s 
factories, industrial machinery, and the most advanced tech- 
niques and methods of manufacture. According to estimates 
made by the League of Nations, about 80 per cent of the world’s 
manufacturing production in 1913 took place in the United © 
States, Germany, United Kingdom, France, Italy, Canada, Bel- 
gium, and Sweden.'* The remainder of the world—including 
all of Latin America, it will be noted—was given over largely to 
the production of foodstuffs and raw materials. True, manufac- 
turing was not entirely lacking. In some countries, notably 
Australia and New Zealand, the processing of farm products was 
important and it was carried on with advanced technology.’ 
In other areas there was widespread handicraft production of 
simple consumer goods for personal and local use, and, in addi- 
tion, a scattering of factory production. This manufacturing 
development, however, was on the fringe of the economy. It was 
completely subordinated to the production of primary materials 
—foodstuffs, fibers, and minerals. Most of the factory goods 
consumed in the colonial economies were imported from the 
world’s great manufacturing centers in western Europe and the 
United States. 

In exchange for such imports, and also for the importation of 
capital, the colonial economies exported to the industrialized 
nations the products of their fields, ranges, forests, and mines. 
These exports were truly primary products. When they left the 
producing countries they were either in the raw state in which 
they had been harvested, gathered, or dug from the earth, or at 
best they had been slightly processed in order to reduce their 
bulk and shipping weight. There were some exceptions, of 
course.!®¢ But for the most part, the processing operations took 
place in the industrialized countries. 


14 League of Nations, Economic Financial, and Transit Department, 
Industrialization and Foreign Trade (1945), p. 18. 

15 In these countries, too, agriculture resembled that of the United States 
and Canada in being relatively highly mechanized. 

16 Again, principal exceptions must be made for Australia and New 
Zealond. The meat industry made Argentina a partial exception. 
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Furthermore, the exports of the colonial economies repre- 
sented by far the major part of their commercial production. 
In some countries production of food for local consumption may 
have been larger than production for export, but always a large 
percentage of the food raised was for subsistence purposes. It 
did not enter commercial channels. As a general rule, the co- 
lonial economies were but small consumers of their own com- 
mercial output. Their own consumption tended to be a neglible 
fraction of their total production. Thus their export markets— 
viz., the advanced industrial nations—were of the utmost im- 
portance to the colonial economies. 


Before 1914 this dependence upon export markets did not give 
rise to acute problems. The consumption of primary materials 
by the manufacturing countries was an expanding one, and it 
was little affected by cyclical disturbances in business condi- 
tions. Also, the international economic factor functioned 
smoothly in that period, as we have seen, thus helping to maxi- 
mize the advantages of international trade for all participating 
countries. 


Nevertheless, it must be recognized that the colonial econo- 
mies did not share equally with the industrialized nations the 
fruits of world economic development. The great improvements 
in technology and the opening up of new, highly productive re- 
sources brought about a decrease in real costs of production. 
Looked at from the standpoint of the consumer, this meant that 
a given amount of money could buy a larger amount of goods 
and services. On the average, therefore, people were able to 
consume more, to live better. In other words, average stand- 
ards of living were raised. 


The gains in standards of living, however, were largely con- 
‘ fined to the industrialized countries. Even within this group 
the gains were unequally distributed; the average person in the 
United States, for example, by 1914 had come to enjoy a higher 
standard of living than his counterpart in England or France. 
There were gradations within each group. Also, some of the 
non-industrialized areas, notably New Zealand, achieved quite 
high average standards of living. For the most part, however, 
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the average standard of living in the non-industrialized coun- 
tries was well below that of the manufacturing nations. This 
discrepancy held for those in the colonial economies who were 
employed in the export industries as well as for those who were 
engaged in self-sufficient agriculture. 


The lag of the colonial economies in standards of living was 
due to complex causes. In some cases, a deficiency in natural 
resources, or some other physical condition such as a difficult 
climate in which to work, played an important part by restrict- 
ing the total productivity of the whole economy. As a general 
rule, however, the lag was inherent in the social and political 
structures of the non-industrialized regions. These conditions 
were not the same everywhere, but they were similar in foster- 
ing a high degree of inequality in income distribution. A large 
fraction of the national income in the colonial economies went to 
a handful of persons, whie the average income for the bulk of the 
people was very low. The average person in such areas, there- 
fore, was prevented from increasing his consumption of goods 
and services by internal social and political conditions. 


The economic specialization of the colonial economies, which 
was a part of the international economic order of pre-1914 days, 
also bore a share of the responsibility, although probably a small 
one, for the lower living standards prevailing in such areas. 
Economic specialization in the form of raw-material produc- 
tion for export fitted in with and strengthened the existing social 
order in the colonial economies. Economic diversification, on 
the other hand, tends to weaken such a social order by creating 
opposing forces—as, for example, in the historical case of the 
rise of a middle class. The existence of a workable world econ- 
omy, by creating conditions favorable to the maintenance of 
one-sided economies in the non-industrialized areas, tended to 
fortify those very qualities of social and political organization 
which prevented a wide distribution of national income and thus 
prevented the enjoyment of higher standards of living by the 
mass of the people in those areas. 


The main causes of the relatively lower standards of living 
in the colonial economies were internal. But the international 
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economy also operated in the same direction. It is true that in 
other ways the international economy worked in the direction of 
spreading higher average standards of living in the colonial 
economies, but this effect was clearly insufficient to offset the 
results of internal social and political conditions. 


The most expansive, flexible, and workable international 
economy the world has ever known, therefore, could not insure 
reasonably high standards of living in Latin America and the 
other colonial economies. Moreover, in gearing themselves to 
export markets and to external sources of capital, the Latin 
American countries became extremely dependent upon the 
smooth functioning of the world economy. The First World 
War dealt a blow to the international economy from which it 
never recovered. Attempts to reconstruct it during the 1920’s 
were only partly successful, and what was reconstructed began 
to break down again toward the end of that decade. In the de- 
pression of the 1930’s the remainder of the international econ- 
omy collapsed completely. It is beyond the scope of this essay 
to deal with the period subsequent to World War I, but I do want 
to stress, in concluding, that the economic history of Latin 
America in the last 30 years is in large part a reflection of the 
breakdown and collapse of the world economy of the preceding 
generation. 
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"Re Cooperative —— a | 
the Good Thighbor P olicy 


By John Hickey" 


In the period 1942-48 the United States Government devoted 
about 3/100 of 1 per cent of its expenditures to a newly-conceived 
program of cooperative health and education services in the 
other American republics. In the uninspired language of the 
Budget Bureau, the purpose of the program was “to aid and 
improve the health and general welfare of the people of the 
Western Hemisphere in collaboration with their governments.” 
In practical terms, the program represented the first significant 
success in finding a mass-basis for the good neighbor policy, in 
implementing the policy so as to give it direct meaning and 
appeal for the masses in Latin America. Under Sumner Welles, 
beyond the immediate sphere of political relations with the 
Ministers of Foreign Affairs in the other republics, the good 
neighbor policy in operation had reduced largely to (a) a sys- 
tem of political loans extended with a view more to securing ad- 
herence to organizational and political objectives than to sound 
economic development and (b) lobbying unsystematically within 
the United States Government for such assistance as the other 
American republics might seek from time to time. When Roose- 
velt established the Rockefeller Office (Coordinator of Inter- 
American Affairs), he brought in a group of fresh imaginative 


* Mr. Hickey is the author of “Sumner Welles’ Opinions of Perén” in 
the December 1947 issue of Inter-American Economic Affairs. 
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people, free from the intoxication with the rhetoric of the good 
neighbor policy which had immobilized the State Department. 
To this group it was immediately clear that the challenge was 
to give the policy content, to reach the people instead of the chan- 
celleries, to reach the people in a way that the financing of a 
highway for a President’s personal profit or the uneconomic 
diversion of scarce materials to build a gambling casino for 
politically influential officials could never hope to do. 

After many false starts ranging from poorly conceived ballet 
tours to hastily improvised advertising campaigns, the group 
hit on the cooperative services—participation by the United 
States in solution of Latin America’s public health, food-supply 
and educational problems through a cooperative approach pro- 
viding for joint control of funds, joint planning, joint staffing, 
and joint execution. The technique was new, the difficulty of 
executing a program multiplied in proportion to the number of 
countries involved, and a war period added its own special dif- 
ficulties. But the average venture undertaken by the coopera- 
tive services showed satisfactory results, the weaker ones were 
gradually eliminated or corrected, and a number achieved out- 
standing results. A highly competent unbiased investigator was 
able to report to the State Department in 1947 that “the opera- 
tions are reaching the masses. . . . Politically significant effects 
have quickly occurred. In the great majority of the large num- 
ber of cases tested, the individuals interrogated recognized the 
fact of United States participation in the projects they knew, 
and there is a large body of satisfactory visual evidence that the 
publicity has generally been adequate in this important aspect 
of the effectiveness of the programs as a vehicle of good will.” ! 
It was estimated that the program had benefited directly some 
25,000,000 people. 

Mr. A. Edward Stuntz in To Make the People Strong has now 
provided us with a journalistic appraisal of the program.” 


1 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “Government Corporation Appropriation 
Bill for 1948,” Part I, p. 394. 

2A. Edward Stuntz, To Make the People Strong (The Macmillan Com- 
pany, New York, 1948), pp. 298. 
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Writing in an easy friendly style suitable for women’s club re- 
porting, Stuntz moves rapidly across the Americas to review 
typical projects undertaken by the cooperative services. He 
sees Mexico recognizing that her public health problems are an 
international responsibility, working to solve the water supply 
problem, attacking disease with advanced techniques. He finds 

the project for rehabilitation of the Mexican railways has “done 
much to balance the record of the old American lines in Mexico.” 
He goes to Lima to “uncover new depths of appreciation within 
myself for my countrymen,” is indoctrinated with the gospel 
that “the work should be continued indefinitely” and concludes 
that the problem is to publicize this viewpoint. He goes into 
Indian homes to “observe the effect of this international effort 
to relate education among the Andean tribes to community needs 
and to elevation of the standards of living.” He is continually 
meeting people who “don’t know why people are always ques- 
tioning these programs.” No pessimist he, Stuntz refuses to be 
led into pessimism about Haiti for realistic reasons of popula- 
tion pressure, poverty of natural endowment, soil erosion, etc. 
Instead, he find these factors more than offset by the “indefin- 
able air of neatness,”’ by the “innate dignity,”’ and by the “in- 
satiable appetite for cleanliness.” He rejects the reality of the 
depression of the Amazon Valley in favor of the paper-appeal 
of the Amazon Development Plan. He rejoices in the highly 
successful cooperative programs in Brazil and Haiti. In the 
flood of quotations from officials and participants in the pro- 
grams—both local and North American—the departures from 
comment on the cooperative programs tend to contain substan- 
tial inaccuracies which the author fails to set right. He con- 
cludes with a strong plea for making the cooperative services a 
“permanent implement of United States foreign policy.” He 
rejects the idea of setting an arbitrary termination date for the 
programs. And as to the amount of the expenditures, he is 
magnificently generous: 


So long as there is a whisper of doubt as to the right of 
any child born in the hemisphere to early schooling oppor- 
tunities, or there is a laggardness in employing joint 
measures and money to give him this guarantee, we will not 
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have opened democracy’s doors widely enough in our own 
hemisphere. And so long as the foods of rich valleys in 
many neighboring republics rot on the ground, or are con- 
sumed by insects because no adequate means of transporta- 
tion to market exists, or because there are insufficient mod- 
ern storage facilities or farm credit systems for organized 
crop savings, we in the United States cannot say that our 
technical cooperation has been employed to the full. 


The issues raised by Mr. Stuntz are extremely important. 
There has been a continuing tendency to expand inter-American 
activity without any consistent philosophy, without a clear un- 
derstanding of objectives. A year ago a U. S. Congressional 
Committee seeking the motives behind heavy expenditures for a 
highway in Latin America was understandably upset to find that 
the State Department had supported the project under the false 
impression that it was a matter of urgent military necessity 
and the War Department had supported it largely under the 
false impression that it was required for diplomatic political 
purposes. Information programs have been supported before 
Congressional committees on the grounds that the increasing 
British activity in this line must be counteracted in Latin Amer- 
ica, at the very moment that Parliament was being told that the 
justification for increased British information expenditures was 
the need to fight off the expanding American effort—and at the 
very moment also, it might be added, that both bills were being 
paid by the same government. 


In the presentation of the budgetary requirements of the co- 
operative services, the same sort of confusion as to justification 
and objective has prevailed. Mr. Stuntz would have performed 
a useful function if he had put forth a systematic definition of 
the instrument that he proposes as a permanent vehicle of our 
foreign policy—in terms of purpose, principles guiding the ex- 
tent of the activity, etc. Instead, the book repeats most of the 
confusion with which the Executive branch of the government 
has merchandised the program on the hill. At the start there 
was a direct relationship with the military effort which was 
easy to exploit. As Wallace Harrison, director of the Office of 
Inter-American Affairs, put it in 1945: “Our office has drained 
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swamps in Panama to protect our soldiers from malaria in 
places where our Army could not do it. We have safeguarded 
the rubber workers of the Amazon, the United States Air Forces 
on the hump of Brazil, and the balsa and mahogany workers in 
the jungles of Ecuador and Nicaragua, from fever and disease. 
... We could do the job where the Army could not.” 3 ; 


There was also the line that the German effort must be paral- 
leled and even surpassed. Thus, speaking of the educational 
effort, Mr. Holland, president of the Inter-American Educational 
Foundation, testified in 1945 that “we started in part to counter- 
act the Axis operations and influence because our studies indi- 
cated that Hitler spent $6,000,000 on Latin American schools.” 4 
But as the work moved out of the immediate military orbit, it 
became necessary to find other justifications. It was now argued 
that the cooperative services would enable the United States to 
take export business away from competing nations. As Mr. 
Harrison saw it, “Other nations are increasing their expendi- 
tures and activities in Latin America. ... We want our friends 
and allies to do business. . . . However, in the process we cannot 
afford, with our great debt, to lose our present position—and we 
hope to improve it.”> By 1946, Mr. Harold B. Gotaas, acting 
director of the Office of Inter-American Affairs, when asked 
why the United States should contribute to a hospital project, 
reported that “there must be developed an understanding among 
the peoples of those countries in the use of American techniques 
and materials, so that instead of buying elsewhere they will buy 
from the United States.” ® It seems clear that a program of sub- 


3 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriaitons, “National War Agencies Appropriation 
Bill for 1946,” p. 498. 

4 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “First Supplemental Surplus Appropriation 
Rescission Bill 1946,” Part I, p. 327. 

5 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “National War Agencies Appropriation Bill 
for 1946,” p. 498. 

6 House of Representatives, Hearings before the Subcommittee of the 


Committee on Apppropriations, “Government Corporation Appropriations 
Bill for 1947,” p. 67. 
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sidized exports or enormous government outlay for trade pro- 
motion of specific lines in export markets hardly fits into our 
over-all foreign economic policy under which the recovery of 
these very competitors in the export field is being sought at such 
great cost. Nor is Stuntz helpful when he hammers on export 
business deriving directly from the expenditures of the cooper- 
ative services. He cites some $45 million of railway equipment 
ordered by the Mexican railways as indicating how quickly we 
have gotten back our expenditure of $7 million on the rehabili- 
tation of the Mexican railways and apparently accepts the sug- 
gestion made to him by Ambassador Espinosa de los Monteros 
that he should try to find out “just who is playing Santa Claus 
to whom.” It would appear that the next stage in the argument 
for Stuntz would be to advance the thought that we should be 
grateful for being allowed to appropriate funds for the expenses 
of the joint services. It might be well to note that if the rela- 
tionship, as a trade promotion for particular commodities, is so 
close, the industries profiting directly from the exports should 
carry the trade promotion outlay as legitimate business expense. 
In that case, the expenditures would turn out to be larger in 
most cases than the exporters would consider feasible, since 
business is conducted for profit. 


Again, Stuntz refers to some $8 million of expenditures on 
American equipment by the Corporacién Peruana del Santa as 
representing “‘a heavy immediate return to the United States for 
participation in a health and sanitation program which I knew 
had cost the cooperative services less than one-half of 1 per cent 
of this figure.” He insists that the enterprise could not have 
functioned without the prior malaria-clean-up program but fails 
to see that if that is true, a minor expenditure of $40,000 for the 
program would have been a proper and normal expenditure for 
a corporation capitalized at 200 million soles, and in no way can 
one be justified in thinking that the enterprise could not have 
been initiated in the absence of a $40,000 appropriation by the 
United States Congress. This leads up to the point on which the 
Congress has insistently sought information without too much 
success from a policy standpoint. “Just why is it,” asked Con- 
gressman Taber, “that these people in the other Americas can- 
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not swing their own health and sanitation programs? Once 
we start on a program of this kind it seems we are never able 
to stop it.”7 “Since they (the Latin American countries) are 
enjoying a new level of financial ability,” asked Congressman 
Case, “if you should step out of the program they would continue 
it, would they not?” ® To the argument that our expenditures ° 
had constituted only 3/100 of 1 per cent of U. S. Government ex- 
penditures, there is convincing parallel in the fact that this 
amount does not constitute a major fraction in the outlay of the 
participating Latin American governments either. It would be 
well under 1 per cent of their expenditures in the period, and 
with present-day inflated revenues would appear even less sig- 
nificant. Piddling curtailments of the vast and useless military 
expenditures in most of the countries participating in the pro- 
grams would release much more money for the health and edu- 
cation programs than even the Rockefeller Office in its most lush 
moment ever suggested as the United States contribution. 

It is true, as proponents of the program have repeatedly indi- 
cated, that a Latin America enjoying a higher standard of living 
might constitute a better market for American exports. But in 
reiterating that ‘this increased trade is going to be absolutely 
essential if we are going to maintain the level of production 
which will permit full employment,” ® attention might properly 
be paid to the fact that there are alternatives involved in the 
policy decision at that point. With Latin America making a sus- 
tained effort to hold the standard of living down by establish- 
ment of uneconomic industries, by fantastic outlays for military 
and other unproductive government activity, by increasing ineffi- 
cient government participation in business, by discouraging for- 
eign enterprise, by encouraging graft in government, by reluc- 
tance to alter the tax system, the expenditure on social services 
in these foreign countries may be less productive for the United 
States in terms of maintaining the level of economic activity here 


7 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “National War Agencies Appropriation Bill 
for 1946,” p. 559. 

8 Ibid, p. 567. 

® Ibid, p. 561. 
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than a similar expenditure for a relatively backward segment 
of our own population.’® And there is surely no justification for 
allowing United States participation to take on the status of an 
obligation that would justify the masses of Latin America think- 
ing this was for them a right under our constitution. Stuntz 
suggests, for instance, that premature termination of the pro- 
grams would impede achievement of the better living standards 
and conditions “which masses of the people have begun to regard 
as their right.” 


Fuzziness on the duration of the programs also has charac- 
terized the budgetary presentations. Early in 1945, General 
Dunham, then in charge of the Basic Economy Department of 
the Office of Inter-American Affairs, asserted that “if this pro- 
gram could go on after 1948, at least for five or ten years, I 
think it would be of immense benefit because we are not going 
to increase trade with these countries unless economic conditions 
are improved.” ?! Four months later, Francis A. Jamieson, 
then acting director of the Office, reminded the Congress that 
“it is worthy of note that one of the various lines of propaganda 
used by the German Government during the war has been that 


10 The costliness of Mexican Government policy with respect to the trans- 
portation and petroleum industries is such, for instance, that no conceivable 
amount of assistance to health and education programs could hope to offset 
the damage to the standard of living thus being done. The very rehabilita- 
tion program on the Mexican railways which Stuntz properly praises was 
a justifiable war-time emergency expenditure on a property which was 
described as follows: “They had no management worthy of the name. The 
railway had degenerated to a streak of rust. ... Mexico had lost whatever 
she had of technically trained railway men. . .. She did not have the 
human material. ... She did not have the physical material. .. . We found 
a practically defunct organization.” But when Stuntz argues for continued 
expenditures of that kind, he fails to see that similar situations are being 
created and perpetuated elsewhere in the Mexican economy by unwise gov- 
ernment policy and it simply makes no sense for this government to plug 
up one hole at its own expense while the foreign government is puncturing 


the economy continuously with unsound policies condemning the population 
to low standards of living. 


11 House of Representatives, Hearings before the Subcommittee of the 


Committee on Appropriations, “National War Agencies Appropriation 
Bill for 1946,” p. 553. 
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with the end of the war the United States would lose its interest 
in Latin America.” !* Six months later, Harold B. Gotaas found 
that “the amount of money that the United States puts in can 
be safely tapered off. ... As far as spending sums of money as 
large as we had at the beginning of the war for this work, I 
would not propose that.” '* By April, 1947, emphasis was being - 
laid on the fact that “our heaviest investments in the programs 
have already been made or committed. Future contributions 
by the United States will be on a much smaller scale, and will be 
diminished until they disappear.” '* The implication of such a 
statement is that the situation was one of liquidating a war- 
time venture, rather than engaging on an expanding program to 
“create additional employment in the United States.” Stuntz, 
on the other hand, cites apparently approvingly a Brazilian as 
saying that “‘we should not close out the cooperative phases of 
the work until this sort of cooperation in the public health line 
has become second nature with our people and their public offi- 
cials.” That could be a very long time. Mr. Stuntz also points 
out that in the summer of 1947 the Congress granted a breathing 


spell for continuation of the program of two and a half years 
beyond 1948, although the request was for five years. “Still 
later, exhaustive study by the Department of State prompted the 
thought that more time and more money should be sought for 
these programs.” 


These facts emerge: (a) The American republics have devised 
a very effective mechanism for cooperative action. The accu- 
mulated body of experience has been sufficient to demonstrate 
the limitations of the technique as well as its possibilities. (b) 
No foreseeable expansion in the funds sought for such programs 


12 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “First Supplemental Surplus Appropriation 
Rescission Bill 1946,” p. 311. 

13 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “Government Corporations Appropriation 
Bill for 1947,” p. 97. 

14 House of Representatives, Hearings before the Subcommittee of the 
Committee on Appropriations, “Government Corporations Appropriation 
Bill for 1948,” Part I, p. 382. 
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is likely to bring the appropriation to a point where it repre- 
sents any substantial proportion of the total government expen- 
ditures of the Latin American countries, or any significant 
amount in the budget of the United States. This argues, how- 
ever, not for easy approval by the United States of financial par- 
ticipation in the program, but rather for evolution to a stage 
where the technical competence can be made available at cost to 
the other American republics. (c) It would probably be easy 
to arouse the Congress to support of an expanded appropriation 
for this work by raising the cry of “stop communism by this pro- 
gram.” The cooperative services should not be sold on the hill 
for their contribution to full employment in this country. The 
cooperative services should not be justified as a form of trade 
promotion expenditure for relatively small groups in the business 
community. And they must not be put forth as a method of 
concealed subsidy by which European nations can be driven from 
the Latin American markets. (d) From the Latin American 
viewpoint, having in mind the wide range of Latin American 
economic and financial relationships with Washington, it would 
be a mistake to encourage a charity relationship that must inevi- 
tably jeopardize the whole atmosphere of financial relationships 
with Washington by the recurring challenge of such activities. 
Latin America’s great problem today is to make the 1950’s a 
decade of economic development such as it has never before en- 
joyed. To achieve that objective it must count on sound finan- 
cial assistance on an economic basis from Washington in magni- 
tudes dwarfing the flow of the past decade. It does not make 
sense to press for the piddling contribution in the form of dona- 
tions when the larger relationships are so necessary. (e) There 
are at least three unfortunate countries in Latin America which 
are so unfortunate in their endowment and economic potential 
as to merit special consideration from the other American re- 
publics. Just as they offer a special problem as loaned-up coun- 
tries for which additional financing on anything like sound eco- 
nomic terms is almost impossible to conceive, so they constitute 
special cases with respect to the objectives of the cooperative 
services. The Department of State might properly set up spe- 
cial policy directives to govern our economic relations with these 
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countries and present the case honestly to the Congress. (f) 
Finally, Mr. Stuntz’s friend, whom he quotes as asking “Why 
shouldn’t they (the Latin Americans) have a country as good 
as ours, as good as anybody’s?” should realize that the solution 
to this question lies wholly within the competence of the indi- 
vidual Latin American republics. It is not the United States ° 
which will determine the rate at which economic development in 
Latin America will proceed. It requires no genius to analyze the 
failures of Latin American economic policy. And it requires no 
great intellectual power to recognize that most of the republics 
are still choosing among the policy alternatives those which will 
tend to slow down rather than accelerate the pace of economic 
development. 





